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A Financial Notebook 








Sterling in Demand 


THE strength of sterling in Sep- 
tember, the month in which com- 
mercial demand for dollars is usually 
at its peak, provided a congenial 
background to the Commonwealth 
economic conference at Montreal. 
In the early days of the month, when 
heavy commercial demand impinged 
upon a market disturbed by the 
rising tension in the Far East, the 
sterling-dollar exchange slipped be- 
low par. The loss was soon made 
good, however, and the rate was 
already comfortably above par when 
Sir David Eccles announced the 
relaxation of restrictions on a wide 
range of imports from the dollar 
area (discussed in an article on page 
629). ‘This announcement, and the 
promise of further moves in the 
same direction, was read by the out- 
side world as an expression of con- 
fidence in sterling and, in some 
quarters, as a harbinger of converti- 
bility. In the official market the 
pound rose to $2.805 against the 
United States dollar, and was lifted 
from the support level against many 
continental currencies; transferable 
sterling topped $2.79 for the first 
time since June. 

In the forward market the dis- 
count on sterling has continued to 
narrow. By the middle of the month 
the premium on the three-months 
dollar had fallen to barely 4 cent, its 
lowest since February, 1955. This 
fall may partly reflect uneasiness about 
the future of the dollar, but its 
principal cause is the narrowing of 
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the differential between short-term 
interest rates in New York and 
London. 

An inflow of funds, uncovered by 
a sale of forward sterling, in the 
weeks preceding the reduction in 
Bank rate in August may, however, 
explain the further rise recorded in 
the gold and dollar reserves in that 
month. ‘The rise, of $5 millions, 
was the eleventh successive monthly 
increase, and it brought the total 
gain since last September to $1,239 
millions. ‘The actual rise in the re- 
serves was the smallest in any month 
since the recovery began, but it was 
the first recorded in August since 
1953. Moreover, it was struck after 
paying $39 millions to the European 
Payments Union in settlement of 
Britain’s deficit with the Union in 
July and $21 millions as the second 
annual payment to the German 
Government under the EPU Fund- 
ing Agreement of 1954. In August 
Britain’s deficit with the Union was 
£8 millions, which required a gold 
payment of $17 millions in the 


middle of September. 


Rise in London Balances 


To most people’s surprise, the 
latest quarterly figures of sterling 
balances—now published in Economic 
Trends, in advance of the half-yearly 
white papers on the balance of pay- 
ments—showed an upturn in the 
second quarter. The holdings of all 
countries rose by {£29 millions to 
£3,271 millions (though holdings of 
the World Bank, the International 








Monetary Fund and other “ non- 
territorial ’’ organizations fell by £19 
millions). This follows a continuous 
and substantial decline in the sterling 
balances from mid-1957 to end- 
March; at end-June, holdings of 
overseas countries were still £223 
millions below their level a year 
before, and £420 millions below that 
in mid-1955. The fall in 1955-57 
was attributable almost entirely to the 
non-sterling countries, which ran 
down their working balances in 
London while sterling’s immediate 
future was under suspicion. 

In the past year, in contrast, the 
non-sterling countries have added to 
their sterling holdings; the rise from 
£569 millions to £647 millions has 
reflected in part the special German 
deposits in prepayment of official 
debts, and also the rebuilding of 
commercial balances. But the bal- 
ances of the sterling countries have 
continued to fall, and indeed in the 
past year the drawings have reached 
an unprecedented rate. In the twelve 
months to June, these balances fell by 
£301 millions, to £2,624 millions; 
these are the balances that Mr Roy 
Harrod blithely omits from considera- 
tion in his new concept of Britain’s 
reserve “net”’ of sterling balances 
owing to non-sterling countries. 

The unexpected element in the 
rise in total sterling balances in the 
June quarter was not the continuing 
increase (by £34 millions) in balanées 
of non-sterling countries, but the 
check to the drawings of sterling 
countries, which were a mere {5 
millions. Nearly all the big sterling 
countries, including India and Aus- 
tralia, have shown a continuing de- 
cline in their London balances 
(though New Zealand enjoyed tem- 
porary relief from the proceeds of 
the £20 millions raised in London in 
spring); it is to be presumed that the 
reductions in the main Common- 
wealth balances have been almost 


offset by the volatile balances of the 
sterling countries of the Middle East, 
including the oil sheikhdoms of 
Kuwait and Bahrain, as well as Iraq 
—whose new rulers intimated last 
month that they were contemplating 
a break with sterling. 

The quarterly figures also show 
overseas acceptances — comprising 
outstanding acceptances given for the 
account of overseas residents by 
banking ofhces in the United King- 
dom. These fell again in the second 
quarter, to {£123 millions, compared 
with the peak a year before of £184 
millions. ‘The decline reflects both 
a reduction in the speculative use of 
such credits and the fall in world 
commodity prices. 


New Zealand Borrows 

New Zealand’s quest for foreign 
exchange has now shifted to New 
York, where Mr A. H. Nordmeyer, 
the New Zealand finance minister, is 
negotiating a dollar loan on the 
security of the Reserve Bank’s hold- 
ings of gold. In the middle of August 
Mr Nordmeyer estimated that, 
because of the severe falls in the 
prices of its principal exports and 
the continued rise in the volume of 
imports, New Zealand would need to 
find some £60 millions of foreign 
exchange in the financial year to end- 
March 1959. So far this year £20 
millions has been raised in_ the 
London market; a line of credit of 
£A10 millions has been arranged 
with the Commonwealth Bank of 
Australia; and, most recently, an 
overdraft of £10 millions has been 
negotiated with the Midland Bank 
(at 1 per cent over Bank rate). In 
addition, the Reserve Bank has 
realized £9 millions of its long-term 
sterling bonds. The remaining gap, 
therefore, seems to be around {13 
millions. 

The prospects for covering the gap 
appear reasonably bright, but despite 


622 





it, 
of 
q 
st 
i 


“<— @m Ve 


_" = ee eee § 





a notable improvement in the trade 
balance in July (the latest month for 
which figures are available), the 
underlying deterioration remains. As 
an interim measure, the New Zealand 
Government is reported to have 
drawn up plans for a further tighten- 
ing of import licensing next year. 
In the longer run, however, it is 
clear that New Zealand sees the best 
hope of balancing its trade in an ex- 
pansion of exports outside its tra- 
ditional markets in the Common- 
wealth. The recent negotiations 
with Britain on the revision of the 
Ottawa Agreements, which are ex- 
pected to lead to a reduction in the 
preference enjoyed by British exports 
in the New Zealand market, and the 
trade agreement signed last month 
with Japan, both point in this direc- 
tion. ‘The agreement between New 
Zealand and Japan, by which the two 
countries extend to each other un- 
conditional most favoured nation 
treatment, covers customs duties, im- 
port licensing and the allocation of 
foreign exchange. It 1s likely to in- 
crease foreign competition in the New 
Zealand market and, especially if 
New Zealand makes further cuts in 
its imports, to reduce Britain’s share 
of the market. The agreement, how- 
ever, does not represent the retreat 
into bilateralism that some recent 
comments by New Zealand ministers 
have seemed to threaten. 


Credit Trend Reversed 

The rising trend of bank de- 
posits was reversed, quite sharply, in 
August. At August 21 the eleven 
London clearing banks showed a 
fall of £55 millions in their net de- 
posits in the five weeks since the 
July make-up. This was nearly £9 
millions larger than the fall in the 
same weeks of 1957 and is only the 
fourth decline recorded in August 
since the war. Apart from the 
small fall in August, 1950, a decline 


in deposits in August has in recent 
years been associated with the with- 
drawal of foreign funds, and the 
substantial fall recorded this year, 
when the pound was under no pres- 
sure, raises interesting questions. 

The fall was accounted for entirely 
by a decline in the banks’ liquid 
assets. The total of risk assets 
showed a very small rise on the 
month. Holdings of cash, call money 
and bills dropped by £58 millions, 


Aug 20, Change on 
1958 Month Year 
{mn {mn {mn 
Deposits .. 6576.4 —-94.1 + 150.0 
“Net” Dep* 6312.6 -55.0 +142.4 
Liquid y 4) 

Assets 2199.2 (33.4) -57.8 —- 71.1 
Cash .. 541.0 (8.2) - 2.3 + 10.1 
Call money 404.6 (6.2) -10.3  — 17.3 
Treas bills... 1162.0(17.7) -—37.7 - 1.0 
Other bills. . 91.6 (1.4) - 7.5 —- 62.9 
“ce Risk b B ] 

Assets 4192.1 (63.7) + 2.7 +212.8 
Investments 2199.1 (33.4) + 6.2 +183.4 
Advances .. 1993.0 (30.3) - 3.5 + 29.4 

State Bds 64.3 —- 0.6 + 14.1 
All other 1928.7 —- 29 + 15.3 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


compared with a fall of £35 millions 
in the same weeks of last year. Some 
£8 millions of the fall in liquid 
assets is explained by a further de- 
cline in holdings of commercial bills; 
the rest of the fall reflected, directly 
or indirectly, a reduction in Govern- 
ment borrowing from the banks. 
This reduced reliance of the Ex- 
chequer on the banks may be attri- 
buted partly to the slower growth of 
the overall deficit in the budget and 
the higher sales recently reported by 
the National Savings movement. In 
the five weeks from July 19 to August 
23, a period roughly comparable with 
that covered by the statement of the 
clearing banks, the Exchequer had 
an overall deficit of £3 millions, 
compared with a deficit of £40 mil- 
lions in the same weeks of 1957. In 
addition, the fall in the yields ob- 
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tainable from many other savings 
media, and the growing feeling that 
the returns currently offered may 
not be obtainable for much longer, 
have recently given a fillip to sales 
of savings certificates and defence 
bonds. In the five weeks to August 
23—which usually mark the height 
of the holiday season—the National 
Savings Committee reported a net 
inflow of funds of £8 millions 
against an outflow of £10 millions 
a year earlier. On the other hand, 
the Exchequer had to finance a 
further small inflow of gold, and the 
seasonal contraction of the note cir- 
culation was rather larger than in the 
same weeks of last year. It appears 
that the authorities may have made 
considerable sales of medium-term 
and long-term securities during the 
five weeks. 

The decline in liquid assets in 
August almost offset the rise re- 
corded in the first two weeks of July. 
Gross deposits fell by £94 millions 
and the combined liquidity ratio of 
the eleven banks dropped from 33.8 
per cent to 33.4 per cent. This was 
almost two full decimal points below 
its level at the same date in 1957, and 
the lowest ratio recorded in August 
for three years. 


Rise in Advances Quickens 

The latest quarterly analysis of 
bank advances made by the British 
Bankers’ Association confirms that 
the increase in lending in the three 
months to mid-August was sub- 
stantially greater than the monthly 
statements of the London clearing 
banks suggested. ‘Total advances by 
the clearing banks—clean of the ex- 
traneous items which are included 
in the monthly return—rose by just 
on {£48 millions between mid-May 
and mid-August; the monthly state- 
ments had indicated a rise of {31 
millions. More striking, however, 
was the rapid rise in advances by the 


other banks included in the analysis 
—miainly the Scottish banks. Ad- 
vances by these banks rose in the 
three months from £269 millions to 
£281 millions, an increase of 4.7 per 
cent, which compares with an in- 
crease of 2.7 per cent in the advances 
of the London clearing banks. 

The total rise in advances in the 
three months was [60 millions, 
which is by far the biggest increase 
recorded in any August quarter since 
1951. The increase was_ spread 
fairly evenly among the different 
classes of borrowers. Advances to 
the retail trade and to the food, 
drink and tobacco industries showed 
their usual seasonal decline and ad- 
vances to hire purchase companies 
were reduced by nearly {4 millions 
to {£27 millions, their lowest Jevel 
since November, 1956. ‘The most 
notable increase was in “ personal 
and professional ’’ overdrafts, which 
had borne the brunt of the credit 
squeeze. These rose by {12 mil- 
lions, easily the largest increase re- 
corded in any quarter since the 
squeeze began in February, 1955. 
The figure for their growth in the 
three months to mid-November will 
be awaited with great interest. The 
first statements from __ individual 
clearing banks indicated that ad- 
vances rose quite sharply in_ the 
four weeks to mid-September. 


The City’s Contribution 

The exchange crisis in the summer 
of last year, at a time when Britain 
was earning a surplus in its current 
balance of payments more than sufh- 
cient to cover the outflow of long- 
term capital from its shores, focused 
attention on Britain’s r6le of inter- 
national — banker. Some critics 
claimed that the maintenance of that 
role now involves a cost in the shape 
of curbs on domestic expansion that 
is not justified by the contribution 
that the City makes to Britain’s over- 
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seas earnings. Such criticisms were 
given a particular degree of unreality 
by the absence of any reliable esti- 
mate of the size of the City’s foreign 
earnings. Unofficial guesses ranged 
from {30 millions to over £100 mil- 
lions. In December the Treasury 
offered its own estimate of £125 
millions for the year 1956, breaking 
this figure down into totals for insur- 
ance, merchanting, brokerage and 
banking. No indication was given, 
however, of the way in which the 
figures had been arrived at, or of the 
activities included in each sub-total. 
An unofficial attempt to fill in the 
details has now been made by Mr. 
William Clarke, the City Editor of 
The Times.* Mr. Clarke builds up 
his total from estimates of the 
earnings of various groups of in- 
stitutions. His conclusion is that 
“the City’s earnings in recent years 
are likely to have been nearer £150 
millions than the £125 millions given 
in the House of Commons ”’, though 
he adds that “‘ the fall in commodity 
prices and in shipping freights and 
the disappointing insurance results 
in the United States will have re- 
duced the level of these earnings 
since the middle of 1957 at least ”’. 
The difference between this esti- 
mate and earlier official estimates is 
explained largely by insurance earn- 
ings, which Mr. Clarke, basing his 
estimate on the average rates of 
underwriting profits in recent years, 
puts at {70 millions against an 
official estimate of £40 millions. The 
oficial estimate, he suggests, may 
have been based simply on the 
amount of exchange remitted to this 
country and have taken no account of 
earnings ploughed back overseas. 
Mr. Clarke’s calculations also suggest 
that the official estimate of net 
foreign earnings by banks of £25 





* The City’s Invisible Earnings. Published 
by the Institute of Economic Affairs, 
price 5s. 


millions may have been rather too 
conservative. He estimates that in 
1956 British banks earned {£20-£25 
millions of foreign exchange from 
credit and payments commissions, 
£2-£3 millions from foreign ex- 
change and arbitrage dealings, and 
£3-£5 millions from “ other ser- 
vices”. On the other hand he 
thinks the official estimate of earn- 
ings of £60 millions from merchant- 
ing and brokerage may have been on 
the high side. 

These new estimates show how 
ridiculous were some of the assertions 
made by the critics of Britain’s bank- 
ing role. But in themselves they 
cannot indicate the real contribution 
of that rdéle to the nation’s pros- 
perity. That contribution, as Mr 
Clarke points out, must be reckoned 
not in fees and commissions alone 
but in the powerful indirect assist- 
ance that the City’s connection 
with international banking gives to 
Britain’s exporters. 


A Lombard Street Retirement 


One of the most significant per- 
sonalities in the modern history of 
Lombard Street, and certainly one 
of the shrewdest of its dealers, left 
the market last month, when Mr 
A. W. Trinder retired from the 
Union Discount Company after forty 
years of service with it. From early 
years he was clearly marked out for 
high office, and was the natural suc- 
cessor when the late Mr E. C. Ellen 
retired from the managership soon 
after the war. By force of per- 
sonality and penetration of judgment 
as well as by virtue of his role as 
chief executive of the biggest dis- 
count house he has had a weighty 
voice in the counsels of the market. 
It has fallen to him to play this 
prominent part through phases both 
of major expansion and of extra- 
ordinarily difficult adjustments. His 
term as manager spanned the whole 
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period of post-Daltonian collapse in 
the gilt-edged market and, perhaps 
even more notably, the re-adaptation 
of the discount market to the prin- 
ciples of fluctuating rates and mone- 
tary discipline. The weighty re- 
sponsibilities that this revival put 
upon market managers and dealers 
in an age of major activity by dis- 
count houses in the short bond 
market have been graphically re- 
vealed in Mr Trinder’s notable 
evidence before the Parker Tribunal 
(quoted in some detail in 7’he Banker 
last March). This, incidentally, has 
whetted the appetite for the market’s 
evidence, including Mr ‘Trinder’s, 
before the Radcliffe Committee. 
Long before that appears it is to be 
hoped that Mr ‘Trinder himself will 
have reappeared in the City: despite 
his long service with the Union, he 
is still in his fifties. The new 
manager of the Union, who is the 
subject of our frontispiece this 
month, is Mr F. W. Arnold, a 
popular figure in the market and 
chief aide to Mr Trinder throughout 
his managership. 


Last HP Schemes 

Two additions are needed to the 
record of bank participations in hire 
purchase companies published in our 
last issue. The Bank of Scotland, 
the last Scottish bank without a pro- 
posed afhliation, has arranged ~-to 
purchase the whole of the capital of 
North West Securities, a hire pur- 
chase subsidiary of a firm of vehicle 
distributors. Secondly, the National 
Bank, whose business is mainly in-the 
Irish Republic, is to acquire an 
interest of 45 per cent in Bowmaker 
(Ireland) Ltd, a subsidiary of the 
English company (in which Lloyds 
Bank has taken a participation of 25 
per cent). This leaves Coutts & 
Company as the only clearing bank 
without an HP link. 

The number of independent finance 


houses has been further reduced 
through the sale by the Thomas 
Tilling group of its 98 per cent 
interest in Mutual Finance to Mer- 
cantile Credit (in which the West- 
minster and Martins have each taken 
a participation of 20 per cent); but 
the number of members of the 
Finance Houses Association remains 
at twelve, through the admission of 
Midland Counties, a quoted com- 


pany. 
A New Tax Loophole ? 


A legal correspondent writes: Resi- 
dents in the United Kingdom are 
taxable in respect of income from 
abroad, and the fact that they are 
domiciled abroad, or that they hap- 
pen to have an additional residence 
overseas, will not in itself affect their 
tax status. Loopholes in the law, 
whereby tax could be avoided in 
some cases, have been closed from 
time to time. A classic instance was 
afforded by the case of Hall y 
Marnians [1935] 19 TC 582. There 
the taxpayer’s wife was entitled to a 
share of the profits of a business in 
Colombo and some of these profits 
were invested in Indian bonds and 
held for her by a bank in Colombo. 
For some time she had a loan from 
the London branch of the same bank 
against the security of these bonds, 


and in due course, on her instructions, 


the loan was transferred to Colombo 
and paid off through the sale of the 
bonds. The Crown contended that 
in this way income had been received 
which was taxable in the United 
Kingdom, but it was held by the 
Court of Appeal that the taxpayer 
could not be assessed, as there had 
been no remittance to the United 
Kingdom of the foreign income. ‘This 
loophole was later closed by Section 
24 of the Finance Act, 1953. 

That the way is still open to 
foreign visitors and others legiti- 
mately to avoid tax in such circum- 
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stances is illustrated by the recent 
case of Thomson vy Moyse [1958] 
3 AER 225. ‘There the taxpayer, 
who was domiciled in the United 
States, had an account with an 
American bank into which his income 
was paid, and upon which he drew 
cheques in dollars, which he sold to 
an English merchant bank for ster- 
ling. ‘The latter, it is important to 
note, did not act for their customer 
as a collecting agent, but actually 
purchased the cheques as principals 
on their account, crediting their 
customer’s account immediately with 
the sterling proceeds. 

The English bank as authorized 
dealers sold the dollars specified in 
the cheques to the Bank of England. 
They then presented the cheques to 
their customer’s bank in New York 
and transferred the dollars paid out 
on the cheques to the account of the 
Bank of England with the Federal 
Reserve Bank of the United States. 
The taxpayer would be liable to tax 
only if the income in question was 
remitted to the United Kingdom; 
and Wynn-Parry, J, held that, in 
fact, there had been no such remit- 
tance—there had been a sale of the 
cheques to the English bank, and 


there was no evidence that dollars 


were brought here, while if dollars 
were, in fact, brought here it was as 
the property of the Bank of England, 
not of the taxpayer. 


More Capital for BOLSA 


This month sees the opening in 
the West Indies of the Bank of 
London and Montreal, set up jointly 
by the Bank of London and South 
America and the Bank of Montreal. 
Partly to prepare for new com- 
mitments in this venture, but also 
to cover the needs of traditional 
business, the Bank of London and 
South America is raising its capital 
by 50 per cent, from £5,050,000 to 
£7,575,000, through a rights issue 
to its shareholders of one for two. 
The existing half-share of BOLSA 
in the new bank’s issued capital of 
£5 millions has been contributed 
mainly in the form of the business, 
assets and organisation of branches 
in the Caribbean; but active measures 
are being taken to acquire new 
premises, and BOLSA may need to 
find {£1 million in cash if it is found 
necessary to issue the remaining £2 
million of authorised capital of the 
new bank. Secondly, Sir George 
Bolton and his fellow directors feel 
that their own commitments to 
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finance an extensive programme of 
rebuilding of premises, and increas- 
ing demands for medium-term ex- 
port credits, themselves call for an 
increase in permanent capital. 


Savings * Gap”’ Again 

Publication of quarterly series of 
statistics has inevitably stolen much 
of the thunder of the annual Blue 
Book on National Income and Ex- 
penditure. Interest in the Blue Book 
now centres increasingly on the 
division of the broad aggregates 
of consumption, investment and 
Government spending into their 
more concrete and recognizable com- 
ponents. 

Improved statistics of spending by 
consumers, reflecting the findings of 
a recent official survey of expenditure 
on durable goods, have led to a 
general upward revision of previous 
estimates, and a corresponding fall in 
the figures for savings, which are cal- 
culated as the residual between per- 
sonal income after tax and personal 
expenditure. The figure for personal 
savings in 1957, provisionally esti- 
mated in April at £1,619 millions, 
has been written down to {1,484 
millions and the figures for 1956 and 
1955, shown in last year’s Blue Book 
at £1,504 millions and £1,059 mil- 
lions, have been revised downwards 
to £1,314 millions and £956 millions. 
Thus the increase in personal savings 
is put at £170 millions, against a 
preliminary estimate of £152 millions 
in April. This increase occurred 
despite a rise of £65 millions in hire 
purchase debt (following a fall of £80 
millions in 1956), a steeper rise in 
mortgage debt than in 1956, and a 
smaller inflow of funds into securities 
of the National Savings movement. 

Part of the increase in savings in 
1957 reflects an increase in invest- 
ment by unincorporated businesses, 
and part a larger growth in the 
funds of life assurance and super- 


annuation schemes. Another £66 
millions is attributed to the more 
rapid building up of personal bank 
deposits, which are estimated to have 
risen by £153 millions, compared 
with £87 millions in 1956. The total 
of these items, however, leaves no 
less than {£472 millions of personal 
capital formation last year unidenti- 
fied. ‘The missing items are believed 
to lie mainly in stock exchange trans- 
actions, though last year a fall in bank 
advances to the personal sector 
may also have accounted for a con- 
siderable portion of the unidentified 
increase in personal savings. 


Irish Bank Merger 


Agreement in principle has been 
reached for a merger of the Bank of 
Ireland, the second largest bank in 
the Republic, and the Hibernian 
Bank, the second smallest. ‘This is 
the first bank merger in Ireland since 
1926. It will reduce the number of 
banks doing business in the Republic 
to seven; and many Irish bankers 
feel that there is further scope for 
consolidation, on similar grounds of 
economy as have made themselves 
felt in Scotland. The proposed terms 
are a one-for-one exchange of new 
units of {1 stock of the Bank of 
Ireland for each £4 ({1 paid) share 
of the Hibernian Bank. The gover- 
nors of the Bank of Ireland hope to 
maintain the dividend of 16 per cent. 





NEW MONETARY 
WEAPON 
The full description and critique 
of the scheme for Spectal Deposits, 
which appeared in the August 
issue of THE BANKER, ts now 
available as a 16-page pamphlet. 
Price 6d (9d post free) from 72 
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From Montreal to 


New Delhi 


ONTREAL has provided a prelude of unexpected consequence 
to the annual meetings of the International Monetary Fund 
and the World Bank that open in New Delhi next week, which 
had already bid fair to be the most constructive since Bretton 
Woods. In too many previous years, and not least in 1957, the meeting 
of the IMF has ominously loomed ahead as the most likely setting for a 
generally feared readjustment of leading world currencies, and above all of 
a depreciation of sterling. ‘To-day, thanks primarily to sterling’s remark- 
able recovery, and in defiance of the grave forebodings among economists 
and bankers as 1958 opened with America sliding fast into recession, the 
leading world exchanges stand in more stable relationship than for many 
years past. Most fortunately, this relief from current anxiety has not 
lulled the statesmen of the free world into a sense of false security; and 
thus the stage is well set for a calm but determined assault on the longer- 
term deficiencies that have contributed to the exchange crises of past years 
and that could threaten a resurgence of difficulties in the future. 

It has been clear for many months that a dominant issue at New Delhi 
would be the question of increasing ‘international liquidity”’. In the 
past few weeks, three moves, from three vital sources, have given promise 
of positive results. President Eisenhower has instructed the American 
delegation to propose an increase in quotas of the Fund and in authorized 
capital of the World Bank, as well as a new agency to disburse special 
development aid. Secondly, the need to increase the quotas of the Fund 
has been acknowledged in a report of the Fund itself (though technically 
a staff report does not necessarily represent the views of the executive 
directors). Thirdly, and perhaps most dramatically of all, Britain has 
made a major gesture towards the original aims of the Bretton Woods 
system by announcing a unilateral abolition of almost all remaining 
restrictions on dollar imports of machinery, newsprint and salmon; and by 
foreshadowing an early move, if conditions remain favourable, to freedom 
and non-discrimination over virtually the whole field of trade. 

The timing of this big gesture has a double importance. Britain, by 
reason of the special vulnerability arising from sterling’s international 
function, has been the most prominent advocate of an increase in inter- 
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national reserves or lines of credit; and its act of liberalization is a practical 
reminder that its aim is to achieve not a bigger cushion for soft living but 
a firmer basis for the maintenance and extension of its open economy. 
Secondly, the announcement was made midway through the Common- 
wealth economic conference at Montreal; and, like the bombshell offer of 
an Anglo-Canadian free trade area a year ago, it has proved a masterly 
counter-stroke to the protectionism that has underlain Mr Diefenbaker’s 
political initiatives to increase inter-Commonwealth trade. 

The pressures for restrictionism have been strong at Montreal. India and 
New Zealand, despite the big international credits they have recently 
obtained—details are given in the article on page 653 and in a note on 
page 622—remain in considerable financial difficulties, and the primary pro- 
ducers of the Commonwealth presented a virtually united front in their 
demand for stabilization of prices (and restriction of output) through new 
commodity “‘schemes’”’. Dramatically, while the Montreal delegates were 
making their pleas, the international tin market in London was shattered 
by the withdrawal of support by the manager of the buffer stock. This 
serious breach in the Tin Agreement must surely be seen as a devastating 
demonstration of the folly of attempts to hold up commodity markets 
against the commercial trend. 


New Facilities for Commonwealth Borrowers 


There was a danger, when the Montreal conference was first mooted, 
that in the quest for positive results Britain might succumb to such demands 
and also, for the showpiece, propose a new Commonwealth institution for 
development finance. Such aberrations from economic realities appear to 
have been rejected; but the important new arrangements for Common- 
wealth finance arouse certain misgivings. Four innovations are proposed. 
First, independent Commonwealth countries are to be given freer facilities 
for borrowing from the British Government under section 3 of the Export 
Guarantees Act, at a rate only } per cent above the prevailing yield on long- 
term British Government securities; hitherto, such loans have been few and 
far between, and the rate has béen 1 per cent above the gilt-edged rate. 
Secondly, legislation to amend the Colonial Development and Welfare 
Acts, which was necessary in any case, is to provide for Exchequer loans 
to the colonies at the same rate; hitherto, aid under these Acts has been 
mainly in the form of grants. Thirdly, while some colonial borrowers 
may thus find an alternative to borrowing on the London market, develop- 
ment boards and similar non-government colonial bodies are again to be 
given access to the market. Finally, other Commonwealth central banks 
or Governments have been invited to contribute to the capital of the Com- 
monwealth Development Finance Company, which has made a slow start 
in its first five years of existence. In sum, the new lending by the British 
Government may be substantial, especially in the first months; but these 
demands will presumably be largely offset by a reduction in lending through 
other channels; in particular, it would be surprising if the sterling balances 
continued to fall at their recent pace. But the borrowers will, of course, 


630 














be obtaining their money at an uncommercial rate, which may thus be 
disturbing to the market. 

The freeing of dollar trade, however, deserves a quite unqualified welcome. 
Discrimination against the dollar area in the import restrictions of sterling 
countries is now a little anomalous. Payments for imports from Europe 
and other non-dollar areas are made in transferable sterling, which nor- 
mally is either channelled through the European Payments Union, in which 
75 per cent of settlements are payable in gold or dollars, or the transferable 
sterling is sold directly against dollars. ‘Thus when a manufacturer in 
Britain has been induced by dollar restrictions to buy a machine in Europe 
rather than in the United States, the ultimate cost in dollars to the Exchange 
Account may have been barely smaller. In practice, the lifting of restric- 
tions on machinery and newsprint is expected to have a fairly modest effect 
in Britain, since applications for licences have for some time been given 
liberal treatment, while for the most part a general deterrent to imports 
from America and Canada remains that of price. But a substantial effect 
might be seen in the colonies, which are being invited to relax restrictions 
on a wide range of dollar goods. Britain’s action must also be expected 
to induce a further move towards non-discrimination in the independent 
sterling countries, though many have already made substantial modifications 
in discrimination against dollar goods. In Britain, the proportion of freed 
dollar goods in 1957 was around 62 per cent; now, the proportion of total 
imports free of quotas may be near 90 per cent. 

Moreover, the President of the Board of Trade in his Montreal announce- 
ment looked forward to the next and final stage in the freeing, in consumer 
goods. ‘ All being well’’, the Government hopes to make a start early 
next year. ‘The conditions are twofold: that world trade is expanding, and 
that Britain is free from inflation at home. Plainly, these are not conditions 
that can be taken for granted. ‘The second but not the first is fulfilled 
to-day; and if the authorities are to ensure that inflation does not return, 
they will have to keep an eagle eye on repercussions from present boosts, 
modest as they are, to the economy 1n recession. 


Dollar Imports and Convertibility 


The contingent commitment given by the Government seems just right 
in its emphasis. Britain’s external accounts have recently shown excep- 
tional strength, but a few cautions are in place. The surplus on current 
account in the first six months of this year is believed to have been no less 
than £300 millions; though in the second half the trade balance is no longer 
receiving new relief from the fall in import prices and is suffering from an 
acceleration of the fall in exports. Sterling has held gratifyingly firm through 
the dangerous third quarter; and last month, following a very short-lived 
check induced by the threat from Quemoy, it was marked up, and not down, 
on the news of the freeing of dollar imports. 

Psychologically, the moment might indeed be considered favourable for a 
further move towards ‘‘ domestic convertibility ”, to allow free external use 
of sterling by residents of the sterling area for current purposes (freeing of 
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capital movements would entail much bigger risks). The authorities are 
doubtless recalling from past experience how quickly the psychological tide 
may turn; and the clouds over the world economy have not completely 
dispersed. Few outside observers would feel wholly confident about a 
further dismantling of trade and exchange restrictions before present uncer- 
tainties are dispelled. Above all, it needs to be made clear that the authorities 
really are determined to stamp out inflation immediately it raises its head 
—though it could, of course, be argued that a strengthening of the external 
discipline is just what is needed to seal their determination. 

The question of making the formal move to external convertibility, 
through the merging of American and transferable accounts, has in recent 
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years lost much of its practical significance by reason of the convertibility 
of transferable sterling through the free markets; and the authorities have 
hitherto decided on balance that the symbolic value of the formal move 
would be offset by the loss of flexibility and of a possible line of retreat. 
But their minds are unlikely to be closed; and if there appeared the chance 
of a major guid pro quo in the form of new credit facilities abroad in return 
for formal convertibility, they might not refuse the package deal. 

This question could obviously figure large at New Delhi. But the desir- 
ability of an increase in world credit facilities does now seem to have been 
accepted in principle; while, as noted above, Britain’s gesture to multi- 
lateralism has been a practical and a unilateral one. Admittedly the IMF's 
study on “International Reserves and Liquidity ”’, made at the request of 
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governments concerned with the problem in 1957, does not by any means 
endorse the view that world reserves are so chronically deficient that unpre- 
cedented action is needed to restore them. In particular, it disputes the 
concept of an “arithmetic” shortage. The report presents a valuable 
collation of statistics on world reserves and imports over a long run of years, 
reassembled in summary form ina special feature on page 681. It is seen that 
while the ratio of world reserves to imports is only half that prevailing im- 
mediately before the war, it is not very different from that in 1928, before 
America raised the price of gold, and is very much larger than in 1913. 


IMF Quotas : the Case Conceded ? 


Unexceptionably, the report points out that the need for reserves can 
never be judged merely by their ratio to imports. Above all, when 
countries are prepared to make the necessary domestic adjustments to 
international disturbances, and when there is general confidence that they 
will do so, the need for reserves will be relatively small; and they will be 
supplemented in large degree by international credit. An increase in 
reserves can never be a substitute for economic adjustment; it may indeed 
postpone it, and some would point to the experience of France in illustration. 
At the same time, the report does concede the pressures of recent years, 
and notes the decline in the ratio of reserves that has taken place in the 
fifties. It recognizes the special difficulties caused for sterling by the war- 
time rise in sterling balances, emphasizing the benefits that other countries 
have enjoyed in the use of sterling, and their interest in seeing sterling 
strongly based. Finally, in the light of the disbursement of the bulk of the 
Fund’s dollar resources in the past two years, and of the unexpectedly large 
increase in the value of trade since Bretton Woods, the report concludes that 
‘It is doubtful whether . . . the Fund’s resources are sufficient to enable it 
fully to perform its duties under the Articles of Agreement”’. Fortunately, 
this conclusion has been given a practical weight by President Eisenhower. 
The American administration has not given any intimation of the scale of 
increase in quotas that it has in mind. If an all-round increase is the only 
possibility—there are big anomalies in the present relationships, such as 
the German quota being substantially smaller than the French—the increase 
should be of at least 50 per cent. 

The activity of the other twin of Bretton Woods, the World Bank, has been 
notably less circumscribed by shortage of funds; but here, too, a new move 
is now needed to give access to more finance. Under the sound and 
imaginative direction of Mr Eugene Black, the World Bank has played a 
major part in supplying long-term capital for creditworthy projects. Its 
strict adherence to commercial principles, reflected in the absence of a 
single default by its borrowers, has given it a high reputation in world 
capital markets, and this in turn has made available a rich source of supple- 
mentary finance. In the first place, the Bank’s loans have in recent years 
included minor participations by private banks and other institutional 
investors. Secondly, the Bank has raised large sums through issues of its 
own bonds, at first mainly in New York but in recent years increasingly 
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in other centres too. However, the bulk of the issues raised outside the 
United States have been denominated in US dollars. 

The Bank has now borrowed a total of $1,700 millions in dollar bonds; 
and the prospective dollar requirements of the Bank in the coming year 
may be around $750 millions. Further dollar issues to this extent would 
not at present be covered by the de facto guarantee of the US Govern- 
ment, on which investors set some store; it is to remove this limitation that 
America is proposing consideration of an increase in member countries’ 
subscriptions to the Bank’s capital. The quotas at present are paid up 
2 per cent in gold or dollars and 18 per cent in local currencies (few countries 
except America have in fact released the whole of this latter portion); the 
remaining 80 per cent of the quotas represents uncalled liability. The 
one practical effect of increasing capital subscriptions would be to increase 
the ability of the Bank to issue dollar bonds. 

The third proposal tabled by the United States in New Delhi is to estab- 
lish a new affiliate of the World Bank. ‘The Bank already has one affiliate, 
the International Finance Corporation, which co-operates with private 
investors in making relatively small loans to private industry. The insti- 
tution now proposed would handle large operations that would not satisfy 
the Bank’s normal requirements. A prototype of this project already 
exists in the fund proposed by Senator Monroney, through which the US 
Administration makes available dollar funds for the development plans of 
poorer countries, taking the service on these loans not in dollars but in 
local currencies. This Development Loan Fund receives an annual allo- 
cation from the US budget of $300 millions. Its loans are being applied to 
development in countries whose borrowing powers are nearing exhaustion. 
It has now been proposed to hand over this Development Loan Fund to 
the World Bank. It is evident, however, that this new afhliate of the 
World Bank would have to be run as a quite separate department. The 
staff of the World Bank would find it difficult to wear the hard banker’s hat 
in the morning and the halo of the grant-in-aider in the afternoon. 

None the less, there is in the new project the germ of considerable con- 
structive work. ‘The local currency service on loans made by this new 
affiliate of the World Bank could conceivably be passed on among under- 
developed countries: rupees provided to meet the service on loans made to 
India might, for example, be made available to Indonesia. And unques- 
tionably, a development institution of this kind, financed by dollars, has a 
substance that can not to-day be given to a purely Commonwealth effort. 
But in the operation of both this new institution and of the new UK 
proposals, the line between aid granted on political and philanthropic 
grounds and loans made on commercial precepts should be firmly main- 
tained, and seen to be maintained. ‘The international capital market has 
made important strides in the past year or so; in particular, as is noted by 
our contributor on page 648, Germany has at last begun to emerge in the 
role to which it is now so well suited. Care must be taken to retain the 
confidence of investors, and recipient countries must be kept aware of their 
need to cultivate it. 
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Consumer Banking 


HE banking innovations of this remarkable summer, it has been 

said in certain responsible quarters, have received a degree of 

publicity and of public interest out of all proportion to their 

intrinsic importance. In one sense that is perhaps true. The 
immediate economic effects to be expected of the banks’ drive into hire- 
purchase and consumer finance may be smaller, in terms of stimulation of 
additional purchases, than some of the comments may have led people to 
suppose. ‘The Government, for its part, is apparently not afraid that they 
will go beyond what the economy can afford and threaten the steadying 
tendency of domestic prices. Instead of sounding a warning note, it has 
added a stimulation of its own in this same sphere, by entirely removing 
the controls over down-payments and periods for hire purchase of furniture, 
carpets, cookers, bicycles, motorcycles and heavy commercial vehicles, and 
by reducing the minimum down-payment for other domestic appliances, 
TV and radio—but not for motorcars. 

The authorities, it may reasonably be presumed, now accept the likely 
early consequences of the banks’ new enterprise as neatly dovetailing with 
oficial policy in gently encouraging a re-expansion of the economy. But 
they have probably been no less astonished than most other observers at 
the extraordinary strength and momentum of the forces they themselves 
proved to have let loose by their changes in monetary policy announced 
only twelve weeks ago. ‘They may also have been surprised to discover 
just how much licence those changes had given. When the removal of the 
“ceiling ’’ on bank advances was announced early in July, it was by no 
means apparent that the accompanying revision of the instructions to the 
Capital Issues Committee and of the associated ‘“ request’”’ to the banks 
would be treated in practice as a virtual suspension of the qualitative, as 
well as quantitative, directive over credit. If the authorities really did 
intend so decisive a change, it was absurd to leave the world to read it 
between the lines of a still tightly worded directive. 

As it is, this negative and obscure document has become the charter of 
banking freedom, the mandate for a revival of enterprise and a plunge into 
competition on a scale that has not been seen in Britain for a generation at 
least. ‘The rush of the banks to acquire interests in the bigger hire-purchase 
finance companies, which we traced and discussed in detail in two articles 
in our last issue, involved in itself a radical departure from traditional 
principles. ‘The second stampede of the banks, started by the Midland 
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Bank while the hindmost in the surge into hire purchase were still in full 
cry, has been still more remarkable. It has moved even faster, and its 
implications are farther-reaching. ‘The banks concerned are carried into 
the stream-lined pattern of ‘ personal’ bank lending long familiar in the 
United States and some other countries, a pattern that has been much 
studied by British bankers in recent years but one that was generally 
expected to be introduced in Britain, if at all, only gradually and after 
long deliberation. Instead, it has come at the very earliest opportunity 
and at a great rush. 

To the general public it appears not only as a revolutionary advance in 
banking practice and facilities but also as a dramatic volte face in official 
policy. ‘Through almost twenty years in which the banks have been 
required to confine their lendings to essential purposes, more or less 
loosely defined, it has inevitably been the personal customer who has been 
most acutely aware of the constraint, and this has been especially true in 
these recent years when quantitative control has been added to qualitative. 
Now the banks are seen to have switched overnight from restraint to 
invitation, advertising themselves as lenders in a fashion they have never 
done before, entering into direct competition with the hire-purchase finance 
houses and with the retail purveyors of credit, and aggressively competing 
among themselves for business in new fields and of novel kind—and 
addressing themselves to the personal borrower and consumer. 

Nor is this all. ‘The campaign for new types of personal business is 
two-pronged. A week after the launching of its personal loan scheme the 
Midland Bank threw down a second challenge by introducing the “ personal 
cheque ”’ account, which likewise has American precedents in the limited 
or special checking accounts. Current account facilities strictly limited to 
the receipt of funds and to the payment of cheques drawn against them 
are offered at a standardized cut rate, payable on delivery of the cheque 
book; each book of ten crossed order cheques costs 5s, including the 
revenue stamps of 2d a cheque. ‘This prong of the attack is even more 
evidently directed towards the wider public—as the Midland Bank puts it, 
to people who have never even thought of having a bank account, “ people 
living on modest incomes, young married couples, technicians, artisans, 
factory workers ”’. , 

The prospect of so-called ‘‘ cloth-cap ’’ banking thus brought into view 
discloses some formidable problems. The existing branch networks have 
neither the space nor the staff to enable them to cope readily with any large 
influx of business from people accustomed and perhaps likely for long to 
continue to use cash for the bulk of their payments; nor are banking hours 
suited to the needs of such customers. A certain amount of such addi- 
tional business could doubtless be handled profitably, even at the Midland’s 
charge of 4d a cheque, by more intensive working of existing premises, 
equipment and staff; for the marginal additional cost of working these 
limited-service accounts would certainly be much less than the present 
average cost of operating ordinary current accounts (variously estimated at 
from rather under to considerably over 1s per item handled). ‘The prob- 
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lems that lie farther ahead, however, are of a different order of magnitude. 
Heavy capital outlays, and some major changes in organization, would 
almost certainly be needed before the banks could cope with a really large 
business of this kind. 


Re-thinking on All Fronts 


These problems are obviously receiving close scrutiny now from the 
bankers who are studying the wisdom of entering this field. Several banks 
are believed to have already decided to do so, but all of them have been 
led by these two major innovations to study with new intensity some of the 
possibilities of improvement in bank organization and technique that have 
been under examination in recent years. By fortunate chance, the theme 
of this year’s International Banking Summer School, the first to be held in 
Scotland, was ‘“‘ The Future Organization of Banking’’. Significantly, the 
two papers at St Andrews that have aroused most general interest, apart 
from Sir John Campbell’s opening survey, were Mr C. F. Karsten’s lucid 
exposition of the technique and advantages of the continental “‘ transfer ”’ 
or ““ giro’”’ systems of making payments and Mr F. M. Dana’s account of 
automation procedures, notably as used or viewed by the Bank of America. 
The challenge of the new spirit of competition in British banking, and the 
new drive to spread the banking habit, may lead top management to face 
up to the many difficult organizational decisions needed to spur on the 
application of electronic methods. ‘They have already made the banks 
aware that, if they cannot provide a stream-lined and cheaper method of 
making payments, they may ultimately find that particular part of their 
functions substantially taken over by some entirely new system modelled on 
the continental municipal or post office giros. 

The drive for ‘‘ personal loan”’ business, though seemingly involving a 
bigger breach in the British banking tradition than the offer of limited 
cheque accounts, can thus be seen to be the less venturesome, in the sense 
that it gives fewer hostages to fortune. ‘This explains in part the extra- 
ordinary speed with which other banks followed on the heels of the Midland 
Bank in this sphere. The Midland’s announcement, briefly noted in our 
article last month on the invasion of hire purchase, was made on August 26. 
It offered to personal customers having a “conventional” current or 
deposit account “‘ personal loan’’ facilities for sums ranging, in {£10 
multiples, from £50 to £500 “‘to assist in dealing with exceptional non- 
recurring items of expenditure, such as house repairs and decorations, the 
purchase of cars and furniture and substantial items of household appliances 
and professional equipment’’. These loans would be granted on the 
personal integrity of the customer and would generally be unsecured (“in 
the great majority of cases the bank requires no security of any kind, and 
certainly not in the form of the goods purchased ’’); the banker would look 
to the income of the applicant, to evidence of its steadiness and adequacy 
in relation to commitments, rather than to capital assets. Repayments 
would be effected over periods of 6, 12, 18 or 24 months by equal monthly 
debits authorized by standing order, and the interest charge on the full 
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amount borrowed, initially at 5 per cent per annum, would be added at the 
outset. Hence the true rate of interest on the reducing balance would be 
from 8} to 93 per cent; the rate would not be varied during the life of 
the loan, and in the event of the borrower’s death any outstanding balance 
would be automatically discharged. For these instalment loans, as for 
ordinary bank advances, interest certificates would be available against 
which the borrower could claim tax rebate (which he cannot do under a 
hire-purchase contract, since in law he is not a borrower of money but a 
hirer of goods which he eventually purchases). For individuals paying 
tax at the standard rate this may bring the true interest charge down to 
around 5 per cent, or to very much less than the true charge under hire- 
purchase contracts. 

The flurry touched off by this challenge has been not unfairly dubbed a 
credit war. Within a couple of days of the Midland Bank’s announcement 
two more of the Big Five banks, Barclays and the Westminster, had warned 
their branches that personal loan schemes were afoot. Within a week, 
seven of the clearing banks and three of the Scots banks had either intro- 
duced schemes or had named the dates for doing so. ‘They were quickly 
followed by one further bank in each group, and also by the banking depart- 
ments of the Co-operative Wholesale Society and the Scottish CWS. All 
these schemes are now operating. ‘The only banks that have decided not 
to introduce the system “‘ at present’ are the National Provincial and its 
associated Coutts & Co, and Lloyds and its associated National Bank of 
Scotland, which is about to merge with the Commercial Bank of Scotland, 
the only other dissentient. Lloyds and the National Provincial have both 
publicly emphasized that their managers have ample powers to lend and 
that, following the relaxations of the official restrictions, these powers are 
being freely used again—for advances made on normal banking terms, 
which are a good deal lower than the true rate on “‘ personal loans’”’. (With 
Bank rate at 44 per cent, the normal charge to “ small ”’ personal borrowers 
ranges from 54 to 64 per cent.) 

Contrary to a widely held beljef, this rush into instalment banking has 
not been the result of any concerted planning. ‘This can be clearly seen by 
anyone who reflects upon the centradictions inherent in a programme of 
first bidding up for interests in HP finance companies and then entering 
into competition with them. ‘The banks that have followed the Midland 
into “‘ personal’ lending have not, however, necessarily been guilty of 
merely slavishly copying it, slight though the differences are between the 
details of the several schemes. (Some, for example, omit the lower limit 
of £50, others fix the upper limit formally at £1,000, instead of saying that 
the £500 normal maximum may be exceeded in special circumstances.)* 

For some time past all the big banks seem to have been studying the 
several possibilities of forward moves in personal or consumer finance, in 
readiness for the moment when official relaxations opened the door. In 








* The Midland has indicated that the sanctioning of loans above £500 will involve a 
24-hours’ delay. In view of that bank’s well-known tradition of centralization, it 1s note- 
worthy that all loans below £500 are being made solely on the discretion of branch managers. 
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this formative phase some banks were obviously leaning towards partici- 
pation in HP finance companies as the vehicle for their thrust, whether or 
not they had examined and ruled out the American precedent of “‘ personal ”’ 
loans. Other banks are known to have given favourable consideration to 
personal loans as a system they might wish to introduce in due course, but 
had apparently still decided that their best first step would be a not-too- 
venturesome entry into HP finance. Yet a third view, of which the only 
definitely known exponent is the Midland, is that the real attack should be 
by the American techniques—by personal loans and personal cheques. 

‘In the event, these different lines of policy have become intertwined in 
the swirl of competition. ‘The Midland, and especially its Scottish associate, 
could not wholly ignore the prior plunge by its competitors into hire pur- 
chase; but it confined itself to a very modest participation relative to its 
resources. Equally, banks that had looked favourably upon the personal 
loan device (and had not committed themselves deeply in hire purchase) 
were naturally not prepared to allow the Midland a clear run in the new 
field. Some of them were able to tidy up blue-prints prepared many 
months ago; others were plunged into a frenzy of new thinking—and 
perhaps into eventual plagiarism. At the other extreme are the two 
banking groups that have for the present decided against the personal loan 
system; these—Lloyds and the National Provincial—are the two that are 
now most strongly entrenched in HP finance.* 


The Distinction from HP 


At first glance, the entry of the banks into instalment lending appears to 
be at variance with the proposition, widely urged during the stampede into 
HP participations, that banking and HP finance are fundamentally different 
processes and cannot readily be combined. But in fact it stems from 
precisely that line of thinking. ‘The distinctive feature of HP is that the 
finance runs with the goods and is, indeed, generally ancillary to the contract 
of sale. Hence the financier who is not content merely to discount blocks 
of HP paper has to work directly in harness with retail trade, using the 
traders as his paid agents for introduction of business and in effect for 
vetting his security. It is this involvement in trade that would be revolu- 
tionary for the banker; and he could not escape it by the only other method 
of finance that would run with the goods—by a system of chattel mortgages. 
Only in isolated instances could a banker handle such business without the 
intervention and agency of the seller. This being so, a bank that was 
anxious to try to meet a larger part of the demand for credit in this general 
held than it could hope to do merely by its traditional methods of personal 
lending was bound to devise a stream-lined system that relied on character 
rather than tangible security and yet, for the protection of the lender no 
less than the convenience of the borrower, provided a clear-cut and 
standardized programme for repayments. 

The formula thus devised was addressed in the first instance mainly to 


_* The comparison is clearly brought out in the tabulations published in the September 
issue of The Banker. Participations announced since then are recorded on page 626. 
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existing customers, as befitted a system of unsecured lending that relied on 
character; but the rejoinders to the Midland quickly made it clear that the 
appeal would be to new customers as well as old, and perhaps particularly 
to them. All the banks concerned are now emphasizing that, wherever 
appropriate, finance will be provided by the traditional methods—which 
will apply more frequently, it may be presumed, for existing personal 
customers than newcomers. It does not seem likely that experienced 
customers who have the chance of either type will ordinarily choose the 
more costly instalment loan, in spite of its advantages of certainty (being 
liable neither to premature recall nor to change in interest rate as is the 
ordinary overdraft) and of life cover. The banks that are not offering 
instalment loans are claiming, or at least implying, that in principle they 
can meet as wide a demand by the traditional methods; and they profess 
to find it hard to see how a bank can divide acceptable personal borrowers 
into those that are reasonable risks at 54 or 6 per cent and those that must 
be refused unless they pay 9 per cent. But the distinction is being made, 
and there is nothing that should be inherently repugnant to bankers in the 
proposition that some loans made solely on evidence of character and steady 
if modest income, where no tangible security is or can be offered, will be 
acceptable only if the borrower binds himself to strict instalment repayments 
covered by standing order and only if he pays a rate that falls between the 
normal banking charge and what he would pay if he sought accommodation 
through HP instead. 

Obviously there are some types of customer that will get personal loans 
but who could not have secured ordinary bank credit. An exaggerated 
impression of the likely effects has been given, however, by the much- 
publicized rate-cutting started among the retail HP stores, notably in the 
furnishing trades; these traders are worried not by the possible loss of 
financial business but by the implications of a divorce of finance from sales. 
The total demand for consumer credit is expected to grow, and by far the 
greater part will inevitably still flow through accustomed channels—partly 
because of the selective tests the banks will apply, and partly because the 
majority of consumers will stick to HP in any case. Many will remain 
suspicious of the banks or ignorant of what they are offering, oblivious to 
tax rebates or margins between true rates; some will shrink from full and 
formal personal responsibility for a debt (as distinct from risking the seizure 
of the article under HP); others will deliberately choose the convenience of 
taking the credit with the goods. 

Though personal loans have got well off the mark—the Midland lent 
some £500,000 in the first week, and the pace seems to be rising—they are 
not likely to weigh materially in the scales of bank liquidity. The poten- 
tialities are thought at present to be within a few tens of millions. In 
spite of the associated stimulus to traditional-type bank lending, no dramatic 
impact upon the volume of consumption seems likely. But the effects 
upon the structure and efficiency of consumer finance, upon the level of 
rates charged and upon freedom of buyers’ choice will continue to grow. 
For the community they should be wholly beneficial. 
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Galbraith Rides Again 


By J. E. HARTSHORN 


ROFESSOR John Kenneth Galbraith of Harvard University, 

as is notorious, writes too well. Added to this, he has 

original ideas and the habit of addressing sweeping criticisms of 

established economic doctrine not primarily to other academic 
economists, but to the general public. All this is not quite club rules; and 
nobody, least of all Professor Galbraith, would expect these traits to be 
wholly endearing to his fellow economists, many of whom get along most 
equably by eschewing any of the above indulgences. A number of academic 
reactions to any new Galbraith argument are always broadly predictable— 
“perverse ’’, “ deliberately provocative ’’, “‘ journalistic’ (Professor Gal- 
braith once did a stint on Fortune, which is not forgotten), “ hardly of the 
stuff of serious economic theory’. Professor Galbraith, in his turn, is not 
overburdened with humility: and in his new book* he has coined in advance 
a courteously infuriating label for people who will not agree with him— 
“the conventional wisdom ”’. 

To the lay reader, all this merely enlivens the firework show: orthodox 
reactions to Galbraith often prolong the sheer fun of reading his books. 
And much of this fun comes from the destructive wit with which he rakes 
the economic establishment, that ark of doctrine within which, as he puts 
it, ‘the bland lead the bland’’. Discomfiture of the pompous is always 
irreverently entertaining: economists, particularly during the schisms of the 
past few years, have been perpetrating a large volume of overweening, con- 
tradictory, and inconclusive opinions; what better time for a bout of 
debunking ? However, as the lay reader goes along with Galbraith’s good- 
mannered but ungentle irony, he begins to become uneasily conscious that 
it is not merely the other fellows who are being debunked (particularly, 
indeed, if he happens recently to have dabbled in what might be called 
“conventionally unorthodox ”’ opinions upon economic policy). This is 
not at all the same thing. Nothing is more certain of a belly-laugh, as they 
say in the music-halls, than the top-hatted gentleman seating himself with 
great dignity upon the chair that isn’t there; but one’s smile becomes a 
shade strained as the carpet is whisked out from under one’s own feet. 

And in The Affluent Society, be it said at once, few carpets are left 





* The Affluent Society, Hamish Hamilton, 21s. 
641 








unwhisked. In Galbraith’s previous assault upon orthodoxy, American 
Capitalism, he advanced the concept of “ countervailing power” as a 
solvent of social tensions in the modern industrial society, in which he felt 
this bargaining power of big or organized producers and customers has 
largely superseded competition as an autonomous regulator of the economy, 
This was not without comfort for people who were conscious that things in a 
modern economy are not quite as it is usually said they should be, and 
would like some satisfying reasons why they should be as they are. In 
particular the concept of countervailing power offered theoretical justifica- 
tion for the existence and practices of the large business corporation, which 
in the United States in particular is beleaguered by much distrust of bigness; 
and convenient facets of Galbraith’s argument were indeed gratefully incor- 
porated into the apologias that big business there so often seems to feel 
compelled to offer, though business may well have looked askance at its 
lounging, cynical bedfellow. (His argument was not, in general, fully 
accepted among his fellow economists—though interestingly enough it 
provided the main fresh current of opinion about industrial combination 
and bigness to be discerned in the reports of Britain’s Monopolies Com- 
mission.) 


An Affront to Affluence 


Galbraith’s attitude towards The Affluent Society will gain few such 
interested (indeed vested) allies: it is too central an assault upon most of 
our preconceptions. ‘The mainspring of modern economic argument, from 
right and left, theorists and “ practical men ”’, rich and (relatively) poor, is 
now an accent upon increasing total production of goods; not simply in 
order to multiply the wealth of a community, but to ameliorate inequality 
within it far more effectively than any redistribution of income could. 
Galbraith’s affront to this article of faith—nowhere more sacred than in the 
country where it has been so manifestly successful, the United States—is 
to say flatly: ‘“‘ So far, so good. But the average American is now so well 
supplied with goods that he doesn’t much need much more. And now 
there are other things he needs, much more than extra material goods— 
security, leisure, education and price stability. Getting those may mean 
accepting less than all-out production. ‘That doesn’t matter much ”’. 

This attitude affronts the reigning ideology of American (and all Western) 
industrial society not because it is novel (something close to it is the fairly 
predictable reaction of any European visitor to New York before he gets 
his second wind), but because for the first time it is presented as the logical 
conclusion of a coherent economic argument. Whether or not Galbraith 
personally enjoys what another American who might agree with him once 
called ‘“‘ the air-conditioned nightmare” is not offered as anything to do 
with this case: his conclusion is reached at the end of an intellectual progress, 
not an emotional pilgrimage. It is built upon the same foundation of 
accepting things as they are as his earlier theory of countervailing power; 
but it is a structure of independent intellectual strength. 

The successive layers of his argument are worth setting out. Increasing 
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production, he observes, in the new affluent society, has already vastly 
reduced the economic burdens and social tensions associated with inequality 
of income. As a result of this general advance in immediate material 
welfare, emphasis has increasingly shifted towards economic security as a 
social goal—among individuals, organized groups such as farmers and 
trade unions, and oligopolistic business corporations, all becoming con- 
cerned increasingly with the elimination of risk and with long-run security 
rather than with short-run maximization of gains. Galbraith (and this is 
where he parts company with what he calls ‘‘ the conventional wisdom ’’) 
accepts this concern with security as a reasonable social goal: he holds that 
the stability this can give an economy at a high rate of employment, and 
the rapid growth of productivity that has in practice accompanied it, out- 
weigh the potential sacrifice of marginal welfare through less than “‘ ideal ” 
allocation of economic resources at any one time. But he recognizes that 
this security, at all levels, is now tightly dependent upon comparatively full 
employment of men, and capacity—and hence, upon high production. 


Now economic security would certainly not be generally accepted as a 
sufficient justification for high production: output, to the ordinary man 
and the ordinary economist, is an end in itself. The theory of consumer 
demand certainly accepts the diminishing marginal utility of successive 
increments of particular goods to an individual; but it assumes that the 
further utility or satisfaction from new and different kinds of goods does 
not diminish appreciably. ‘The concept of satiation has very little standing 
in economics; nor does the conventional economist consider it his business 
to discriminate between wants or to enquire how they are formed. 

Nothing in economics so quickly marks an individual as incompetently trained 

as a disposition to remark on the legitimacy of the desire for more food and 

the frivolity of the desire for a more elaborate car. 


The fact that some wants are satisfied first, Galbraith observes, is not 
accepted as demonstrating that these are more important: one cannot 
assume that the satisfaction from later acquisitions is less than from goods 
obtained earlier. Since an almost infinite variety of goods awaits the con- 
sumer’s attention, it is assumed that wants do not diminish in urgency 

and neither does the ever-increasing production required to supply them. 


The Synthesis of Wants 


Galbraith believes that “‘ The notion that wants do not become less 
urgent the more amply the individual is supplied is broadly repugnant to 
common sense ”’: but he does not attack it by suggesting how to discriminate 
between desires. His approach is more subtle. If the individual’s wants, 
he says, are urgent, they must be original within himself; they cannot be 
urgent if they must be contrived for him. And a growing proportion of 
the wants of the citizen of the affluent society are, patently, contrived: 
indeed, contrived as part of the process of production that is conventionally 
justified as satisfying them. Marginal wants are “ synthesized” in two 
ways: one passive, by the pressure of emulation in a society where a high 
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standard of living is one of the principal social goals—keeping up with the 
Joneses; the other active, by the producers’ advertising and salesmanship. 
Wants thus come to depend on output; from which it can no longer be 
assumed that welfare is higher at an all-round higher level of production 
than at a lower one. With a flourish, Galbraith concludes that the demand 
for a substantial part of high production in the afHuent society would not 
exist if it were not contrived: “‘if we regard this production as marginal, 
we may say that the marginal utility of present aggregate output, ex adver- 
tising and salesmanship, is zero’”’. Conventional justification of ever- 
increasing output as satisfying consumer demand is compared to 


a humanitarian who was long ago persuaded of the grievous shortage of hospital 
facilities in the town. He continues to importune the passers-by for money 
for more beds and refuses to notice that the town doctor is deftly knocking 
over pedestrians with his car to keep up the occupancy. 


Now this “ dependence effect ’’, as Galbraith calls it, is the theoretical 
core of his argument. ‘The implications for policy that he draws from it, 
with two major exceptions, are confined largely to the United States. These 
include, for example: 


A critical examination of the notion that military power and hence national 
security depends upon a superior aggregate output of goods. Galbraith had 
discounted this tenet of propaganda even before stockpiles of hydrogen 
bombs, and Russia’s leadership in missiles, made it obviously doubtful. 

The argument that emphasis upon the “ squirrel-cage’’ of private production 
of goods, combined with a distrust of any public service, has upset “ social 
balance ’”’ in the United States to a degree that needs deliberate reversal by 
financing better public services through heavier sales taxes. 

Some apprehension over the growing weight of consumer debt that has become 
necessary to sustain consumption of the increasing production of goods. 
(Here Galbraith is not at odds with at least some elements of “‘ the conven- 
tional wisdom ’’). 

The proposal that as productivity develops not only should Americans work 
shorter hours, but their working hours should be made more pleasant, and 
with heavier investment in education and higher pensions more of the young 
and the old should be released from work. Galbraith sees at all levels a 
‘‘ New Class ’’ emerging—people who are prepared to exchange some margin 
of income for interesting and rewarding jobs; and he wants this to grow. 


‘é 


These are not wholly irrelevant to British experience but are not directly 
addressed to our problems. ‘This can, indeed, be said of the entire argu- 
ment: most of the reactions to this book in this country, whether approving 
or denunciatory, have tended to be prefaced by: “ Britain, of course, 1s not 
an affluent society. ‘The argument has nothing to do with us”. This is 
a most convenient escape route. I am not quite sure it is open. 

For one major weakness that Galbraith sees in an affluent society where 
production feeds wants that it is at the same time multiplying—and main- 
tains ielatively full employment—is a built-in tendency to inflation; and a 
full-employment society with a built-in tendency to inflation, affluent or 
not, is not entirely foreign to the country we live in. Galbraith’s account 
of how inflation is generated in his affluent society would not wholly satisfy 
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the orthodoxies of either side of the demand inflation/cost inflation debate. 
He is certainly not entirely in line with The Banker about remedies: 
Economic management, especially in the United States, would be greatly 
facilitated if resort could occasionally be had to witchcraft. Monetary policy, 
by far the most promising possibility, involves none. This every good citizen 
must regret. 
His leanings would be towards fiscal policy; in the last resort, towards 
controls requiring justification of both wage and price increases. 

But it follows from the central core of his argument that for Galbraith, 
running the economy at full capacity cannot be an end in itself: extra goods 
are not all that important. He would certainly choose slack in the economy 
rather than inflation. On his thesis, it will be remembered, a major, and 
perhaps the only remaining, justification of running the economy at full 
capacity was to distribute income and provide economic security. Accepting 
less than full capacity, therefore, he advocates an underpinning of economic 
security by an ingenious scheme of high and graduated unemployment 
benefit (which would become higher as total unemployment rose and 
spending power in the economy needed to be maintained). This painless 
version of the “ pool of unemployment ”’ that he and many others would 
consider essential to run a highly productive economy without inflation has, 
in my view, considerable appeal. If unemployment is so vital to labour 
mobility and price stability in our society as they argue, it is perhaps time 
we made it a rather more attractively-paid temporary occupation. Is it 
quite irrelevant ? 

But this makes tasteless fodder for expansionists. (As I indicated at the 
outset, this is as dangerous a book for conventionally unorthodox as for 
orthodox opinions.) ‘To escape it, one may seek to deny the necessary 
connection between full employment, economic growth, and inflation (in a 
society that is certainly less affluent than the American); and certainly | do 
not think that inflation at the rates we have had is inevitably an accom- 
paniment of economic growth at post-war rates. One may alternatively 
stoutly aver that all marginal wants in the British standard of life are solid 
essentials, with none of the synthesized frills of American opulence; though 
I am reminded that one element in the heavy dollar outgoings that affected 
Britain’s balance of payments at the peak of the 1955 boom was the first 
import of tinplate in British history, much of it destined to be wrapped 
around processed and highly advertised cats’ meat. 

If one accepts the logical ju-jitsu with which Galbraith has neatly turned 
the theory of consumer demand round upon itself by his ‘‘ dependence 
effect ’’—and once stated, it is not easy to avoid—logically one equally cannot 
avoid the fact that it would have some relevance at least in any society 
where a substantial margin of consumption does consist of such “ syn- 
thesized wants’. The degree of relevance, obviously, varies (Indian patent 
medicine advertising, of specifics that are probably not merely useless but 
actually noxious, needs to be read to be believed, but I do not suppose 
Professor Galbraith would argue that the marginal utility of extra output in 
India is zero). And it could be relevant to public policy, again, only occa- 
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sionally, in shifting emphasis between maximum output and other social 
goals: for the politician, perhaps slightly devaluing conventional economic 
advice. This advice usually, and quite properly, consists of indicating 
what effect given measures of public policy directed towards other social 
goals might have upon an assumed optimal allocation of resources that 
would maximize the output of (measurable, and usually commercial) satis- 
factions. The politician would be wise to take note of this advice; armed 
with his Galbraith, he would have at times perhaps a little more excuse 
(provided he needed any) for saying “‘ Yes. Of course. However .. .”. 
He might be prepared, for example, when the high costs and economic 
inefficiencies of, say, smokeless zones or clean lavatories in country pubs 
are gravely pointed out to him, to say that on the whole the community can 
afford the waste; indeed, he does. He might conceivably tell his economic 
advisers that the rate of return on educational investment is (immeasurably) 
larger than that on any other form of investment in making goods that 
they can measure: this, as yet, he does not. And I am bound to admit 
that when his economists advise him dolefully of the amount of extra 
national production that has been forgone over any period during which 
he was attempting to suppress inflation, he might cite Galbraith as an 
authority for counting these worldly goods well lost—provided, that is, 
that he had in fact succeeded in getting wages and prices stable. 





An Artist’s Sketchbook: No. 57 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Birmingham 


portrayed in this sketchbook in ‘September, 1956. Its second bank of 

this type was opened in City Centre House, Birmingham, in March of 
this year. The area generally is planned to be developed as a shopping 
area and the new bank has been built on the first floor in order to avoid, 
as far as possible, the more or less blank fagade usually found in banks in 
shopping areas. ‘The foot of the escalator is just inside the glass doors 
and near it is a 30-foot long mosaic in ceramic tile, symbolizing the 
countries of the Commonwealth in which the Barclays group does business. 

The banking hall has double-glazed partitions and, as will be seen from 
the drawing, a pattern has been obtained by the use of variously grained 
woods; for the counter and the larger wall panels, rosewood, one time 
favourite of the Victorian pianomaker, has been used. The cashiers will 
not have to turn away from the counter as the cash is kept in pedestalled 
tills, designed to be wheeled away at night to be locked up in the strong- 
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|. 1956 Barclays Bank opened Britain’s first escalator bank in Cardiff, 
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Specially drawn for ‘The Banker 
by Geoffrey S. Fletcher 


room. ‘The manager’s room is in two parts, one having a table where 
customers can, if they wish, be received in a less formal manner than is so 
often the case with these interviews; the second part is available for inter- 
views in complete privacy. ‘The securities section of the bank provides a 
partitioned space in which customers can have access to their securities or 
deed boxes with a maximum of privacy. ‘This new bank has been designed 
by Barclays’ premises department, under the supervision of the depart- 
ment’s architectural representative in the area, and should prove an interest- 
ing addition to the group of modern buildings now appearing in the centre 
of Birmingham. 
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Lending Germany’s 


Surplus 


By ROLF E. LUKE 


FRANKFURT, mid-September 


N recent months Germany has made important strides towards assuming 

the role of a substantial international lender—a réle that has been strongly 

urged upon it by opinion abroad. The DM 50 millions raised by the 

Anglo-American Corporation of South Africa early in September was 
the first issue by a foreign company to be subscribed entirely in Germany 
since 1914. ‘This loan followed a series of moves, first by the central 
bank, but more recently by the commercial banks as well, designed to put 
back into circulation some of the hard currency reserves siphoned off by 
Germany’s persistent trade surplus. Despite a slackening in the growth of 
exports and a further increase in the volume of imports, the surplus in 
Germany’s current payments has continued to grow. The course of that 
surplus in coming months will depend to an important degree on the level 
of activity in Germany itself—which in recent years has had such a stimu- 
lating effect on activity in other countries of the free world. 

Any assessment of economic conditions in Germany at the moment runs 
into the difficulty, common to most industrial economies these days, that 
the performance of the economy can, no longer be judged adequately by the 
traditional criteria. Industrial production in particular, though. still 
accepted in the United States as a reliable index of the business cycle, 1s 
now regarded with increasing reservation by German economists. As the 
July report of the Bundesbank emphasized, “‘ industrial production alone 
can certainly no longer be regarded as a measure of the cyclical movement 
because, as prosperity grows, the service-rendering industries are becoming 
more and more prominent”’. Thus, although the index of industrial 
production in Germany has recently been recording a marked slackening 
in the rate of growth, it cannot be concluded that the expansion of the 
national product has now ceased. ‘This summer, for instance, the increase 
in travel has been much greater than that in industrial output. 

Although industrial output may now be almost stationary, there is no 
sign yet of any decline in employment. Indeed, the unemployment figure 
at the end of June was 52,000 lower than at the same date in 1957, although 
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the number of persons employed had risen over the year by 281,000 to 
19,200,000. In July unemployment dropped to the lowest level recorded 
since the currency reform of 1948. ‘This shows that so far German industry 
has drawn no deflationary conclusions from the slackening in expansion. 
That is the more noteworthy because until the end of May the volume of 
incoming orders was relatively small; moreover, the backlog of orders— 
which, it is true, is comparatively large—has steadily declined. 

Statistics of incoming orders for June show some recovery, though it is 
too early to say whether this marks a definite reversal of the previous down- 
ward trend. ‘The index of all orders reaching German industry rose from 
139 in May (1954100) to 142 in June; and of this total orders from 
abroad increased by no less than 20 per cent while domestic orders, probably 
for seasonal reasons, fell by 1 per cent. Significantly, the increase in 
demand was most marked in the basic and capital goods industries, and 
took place mainly in home demand. ‘The volume of incoming domestic 
orders for capital goods was greater by 17 per cent than a year earlier. 


Sources of the Surplus 


The renewal of foreign demand raises once again the question whether 
the trend of German trade surpluses that has so far prevailed will persist. 
Foreign trade figures for the first half of 1958 present a somewhat con- 
ficting picture. Exports rose from a monthly average of DM 2,878 millions 
in the first quarter to DM 2,984 millions in the second, while imports fell 
from DM 2,572 to DM 2,423 millions. However, the average export figures 
are scarcely higher for the second quarter of 1958 than for the second quarter 
of 1957, and are below those for the third and fourth quarters of 1957. 
Total exports in the first half of 1958 exceeded those in the first half of 
1957 only by 2 per cent, whereas the increase in the first half of 1957 over 
the corresponding period of 1956 was 19 per cent. ‘The value of imports 
was slightly lower than in the same months of last year, but their volume 
was up by 5 per cent, while the rise in exports was only 2 per cent. 

These facts throw some light on the relation between the trade surplus 
and the level of demand in the Federal Republic. Many foreign observers 
have argued that German consumption is too low, and that a correspond- 
ingly small demand for imports is the result. But total effective demand 
in Germany can certainly not be said to have declined. ‘The fact that 
consumer goods industries have lately been complaining about signs of 
recession is no evidence that general demand has fallen off. Their lower 
trade probably no more than reflects the increase in imports of finished 
goods. In the first half of 1958 imports of finished goods were greater 
than in the first half of 1957 by 45 per cent in both value and volume— 
an increase that, as the July report of the Bundesbank notes, has afforded 
significant support to European trade. The lower value of imports is a 
result of the fall in raw material prices, which has caused Germany’s terms 
of trade to improve from about 100 in the third quarter of 1957 to over 
108 in the second quarter of 1958. The foreign trade figures indicate that 
the recent growth in the German surplus has been due mainly to this 
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favourable turn in the terms of trade. It is difficult to forecast how the 
terms of trade will move in the remaining months of this year. It appears 
that the prices of many raw materials have now grounded, and that the 
international disparities in the prices of finished goods have been more or 
less eliminated. This implies that the Federal Republic may continue to 
expect export surpluses, though they will probably not re-attain the dis- 
quieting size of earlier years; and, furthermore, the great increase in imports 
of finished goods should prevent those surpluses from again becoming a 
major factor of international disturbance, at least within the European 
Payments Union. ‘This, of course, will not solve the problem of the 
primary producing countries, but no increase in German demand alone 


could solve that problem unaided. 


Making Cheaper Money Effective 


Faced with these prospects, the Bundesbank has steadily reduced its dis- 
count rate; the last reduction, to 3 per cent on June 27, brought it down 
to the lowest level since a central bank was established in Germany in 1875. 
In addition, it has taken steps to bring about a notable lowering of interest 
rates in the market. In this respect the Bundesbank is not so strong as 
other central banks, some of which can exert a strong impact on market 
rates. ‘The German authorities have no mass of floating debt which could 
be used, within limits, to impose their will upon the market. ‘The German 
banks have, however, fully conformed to the last Bank rate reduction and 
cut the rates of interest on their advances and discounts. ‘The rates on their 
deposits have not yet been lowered in full proportion, because the savings 
banks have so far refused to lower their rates for twelve-months’ savings 
deposits by the full reduction in Bank rate. ‘The Bundesbank, however, is 
convinced that the lowering of German interest rates has not yet ended, 
and that in the autumn the rates for savings deposits and the longer time 
deposits will yield to market pressure as well. 

The central bank is specially anxious that the fall in interest rates should 
continue since it, too, is becoming convinced that Germany’s trade sur- 
pluses will continue and in the long run can be balanced only by a corre- 
sponding export of capital. In the private sector, at least, it is a condition 
for such capital exports that the level of interest rates shall be lower in 
Germany than in the countries to which capital might be exported. Last 
year such a policy was rendered difficult by the persistence of upward 
pressure on prices. Now, however, prices are more stable; and in addition 
it appears, as the Bundesbank says in its report, that ‘‘ changes in the 
volume of money need not necessarily lead to any corresponding change in 
total demand’”’. The Bank points to the United Kingdom, “ where the 
so-called volume of money has not increased at all in the course of recent 
years but where prices have nevertheless risen considerably ”’, and concludes 
that the price rises have been largely financed through the activation of idle 
money. In Germany, on the other hand, the additions to the volume of 
money—especially those due to accruals of foreign exchange—have mostly 
gone into idle balances. ‘The Bundesbank, therefore, need show no concern 
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about the liquidity of the commercial banks, since at the moment this is 
both bringing down interest rates and consolidating the capital market. 

This policy has already borne some fruit. In the first half of 1958 
there was a net outflow of capital from Germany of DM 1.9 billions 
(without allowance for advance payments for armaments ordered abroad). 
This outflow was equivalent to approximately half of Germany’s surplus 
on current account in the six months, and on a long view, the prospects of 
completely offsetting trade surpluses by the export of capital seem quite 
good. ‘The great increase in the outflow of capital in the first half of 1958 
was largely due to an increase in capital exports on government account. 
If interest rates fell further, the private export of capital might become 
highly significant. ‘There have been encouraging signs in the past month 
that more private capital is being channelled overseas. 

True, the view is not taken in the Federal Republic that this trend ought 
to be hastened by governmental action. ‘That explains why there is no 
great inclination in Germany to solve the world liquidity problem by inter- 
national credit creation. ‘There will be no objection in Germany to an 
increase in the quotas at the International Monetary Fund and in the guaran- 
teed capital of the International Bank; but serious doubt is felt about letting 
such international institutions create credit. It is held that the problem of 
squaring the balance of payments of industrial countries is primarily one 
of domestic policy, and at the moment the authorities believe that a policy 
of lowering interest rates in conformity with market conditions is appro- 
priate for the Federal Republic. But in the under-developed countries, 
and those producing raw materials, the method of unrestricted credit 
expansion would not achieve the desired end. While it is undeniable that 
these countries cannot make both ends meet without help from nations 
richer in capital, that help ought to be given as far as possible through 
concerted action, in the first place by the international organizations set up 
for just this purpose. ‘The transfer of liquid funds between industrial 
countries ought, however, to take the forms usual before 1914. 


The Convertible Deutschmark 


Fortunately, the trend does seem to be in that direction, as is shown by 
the dealings between German and foreign banks during recent months. 
A further relaxation of the restrictions on international capital movements, 
however, is needed. It was for this reason that the Bundesbank in July 
freed the import of capital by abolishing the Liberalized Capital Mark, even 
though this might further stimulate the inflow of foreign exchange. It was 
felt that any such inflow of funds would tend to lower German interest 
rates, and thus encourage the growth of capital exports from Germany. 
International capital traffic can never move along one-way streets. 

The practical effect of this abolition is that the German currency is now 
fully convertible. This has not been stated officially since to do so would 
mean the dissolution of the European Payments Union, a step which Ger- 
many is not prepared to take alone. There have, however, recently been 
discussions with the Organization for European Economic Co-operation on 
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the possible funding of Germany’s credit with the Union, which now totals 
DM 4,250 millions. It is suggested that EPU should issue an equivalent 
amount of bonds in the German market. ‘The Bundesbank would welcome 
such a move since it would greatly increase its control over the money 
market. It is not certain, however, whether such a funding would be 
possible without the winding up of the Union. For this reason there is 
much interest in Germany in talk of a possible move by Britain to formal 
convertibility in the not too distant future. ‘The convertibility of sterling 
would almost certainly be the signal for the replacing of EPU by the Euro- 
pean Monetary Agreement. It is thought that action along these lines 
would assist co-operation between the banks of European countries—a 
notable example of which has been the recent purchase of British Treasury 
bills by German banks—and thus help to even out the distribution of hard 
currency reserves among the countries of Europe. 

On the whole the German economy as summer ends is marked by a 
notable absence of any dramatic features. No signs of a boom can be dis- 



































cerned, nor any signs of a recession impairing full employment. Most + 
observers feel that we have a breathing-space which is being used for con- fin 
solidating the gains of the past few years. That is why the attempts of _ 
some foreigners to dramatize the situation are regarded with composure, In 
especially since—at least as seen from Germany—the economic situation pa 
both in neighbouring countries and in the United States also shows no pl 
signs of dramatic deterioration. a 
= H Sti 
rec 
CENTRAL BANK OF INDIA mi 
LIMITED . 
m« 
(Incorporated in India. The Liability of Members is limited) th 
Established 1911 ; 
ee 2e @ mi 
Paid-up Capital- - Rs.  3,14,54,250 (£2,359,068) 
Reserve Fund and — 
other Reserves - Rs: 4,03,60,820 (£3,027,061) Sec 
Deposits (31.12.57) - Rs. 1,54,86,72,924 (£116,150,469) $1 
Note: The sterling equivalents of the Rupee figures shown above have been converted in 
at the rate of 1/6d. per Rupee 

ia we 
Chairman: SIR HOMI MODY, K.B.E. Vice-Chairman: C. H. BAHBHA, Esq. Ovi 
o- act 
Branches and Pay Offices in all important commercial centres of India, Pakistan dic 
and Burma. do 
HEAD OFFICE: MAHATMA GANDHI ROAD, FORT, BOMBAY |! . 

LONDON OFFICE: 159 FENCHURCH STREET, LONDON, E.C.3 
London Adviser: SIR CECIL TREVOR, c.Lz. - 
Banking business of every description transacted i. 











652 











India’s Breathing Space 


By GEOFFREY TYSON 


ESPONSIBLE Indians would be greatly distressed if they were 
told that their rulers had recently given a display of financial 
‘* brinkmanship ”’ which had made their friends in other countries 
gasp and hold their breath until the moment of danger was past. 
Yet the plain fact is that, when her representatives went to the three-day 
conference in Washington on August 25, India stood on the brink of a 
financial catastrophe. If the Washington conference had gone the wrong 
way, and the lender governments had declared themselves unable to help, 
India would have been obliged within a matter of months to curtail or suspend 
payment of her overseas obligations; the central fabric of the second five-year 
plan would have collapsed, certain industries would have had to go on short 
time and the Nehru Government would have been confronted with a first- 
class political crisis. 

These were the issues at stake when representatives of Britain, the United 
States, Western Germany, Canada and Japan met to consider the Indian 
request for assistance, under the chairmanship of the World Bank a little 
more than a month ago. It was a close thing, and it is unlikely that any of 
the Indian officials concerned—especially Mr B. K. Nehru who has borne 
most of the heat and burden of the day—will quickly forget the anxieties of 
the last twelve months. Mr B. K. Nehru has now been appointed Com- 
missioner-General of economic affairs with headquarters in Washington. 

The stark facts that confronted the Washington meeting can be quickly 
summarized. India’s foreign exchange deficit for the remainder of the 
second plan period (i.e. to March 31, 1961) was estimated at the equivalent of 
$1,200 millions. Of this, some $350 millions was on bills falling for payment 
in the current financial year ending on March 31, 1959. Any rescue operation 
would, therefore, fall into two parts of which the first, designed to tide India 
over the next six or seven months, was clearly the more urgent. It was 
accordingly agreed that the participating governments should make imme- 
diate contributions in the following amounts (which are again expressed in 
dollars though actual dollar payments are not necessarily involved): Britain 
$108 millions, United States $75 millions, Germany $40 millions, Canada 
$17 millions, and Japan $10 millions. In addition, the World Bank is to 
provide $100 millions, making up the total of $350 millions. The British 
contribution takes the form of a government-to-government loan, in sterling, 
through the Export Credits Guarantee Department. At the moment of 
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writing Britain, the United States and the World Bank have ratified the 
arrangements and details are being worked out with the Indian authorities, 
The other governments are expected to follow suit at an early date. 

For the last two years of the second plan period, the international creditors 
contemplate further international loans of the equivalent of around $650 
millions, and preliminary discussions are expected to begin towards the 
end of the year. It would be prudent to assume that this second and larger 
operation may prove somewhat more difficult than the negotiations just 
completed. But the stage has been set; India’s position is now fully under- 
stood, she commands much goodwill and a great deal will depend on the 
economic policies she elects to pursue for the remainder of the second plan 
and in the framing of the third plan. 


Drawing on the Sterling Balances 


The international loans now arranged or contemplated will take care of 
$1,000 millions of the estimated foreign exchange deficit; the remaining 
deficit, equivalent to $200 millions, will, if necessary, be met by drawing 
down the sterling balances to the statutory minimum of £634 millions 
(Rs 85 crores), though the Indian authorities would wish to maintain these 
external reserves at about £100 millions. For purposes of calculating India’s 
external reserves, the Reserve Bank’s gold holdings of Rs 117.76 crores, say 
£884 millions, should be left out of account as they are needed primarily as 
backing for the note issue. None the less a “‘ gold loan”’, whereby it is hoped 
that hoarded gold and gold ornaments will be offered to the authorities in 
return for government bonds, is under active consideration. India’s liquid 
foreign assets, comprising almost exclusively sterling balances, amounted to 
Rs 188 crores (£141 millions) on August 31, compared with Rs 380 crores 
(£285 millions) on the same date in 1957. When India embarked on the 
second plan in 1956, the foreign assets of the Reserve Bank stood at about 
Rs 750 crores, that is £562 millions. Thus in roughly two and a half years 
India has depleted her external reserves by over £400 millions. The peak 
rate of withdrawal appears to have been in the third quarter of 1957 when the 
average rate of decline was Rs 8.60 crores ({64 millions) a week. Since then 
the size of the weekly drawings has contracted and in the April-June quarter 
of 1958 the average figure was Rs 5.49 per week, or less (perhaps Rs 4 crores 
per week) if account is taken of certain advance repayments made by the 
United Kingdom in accelerated settlement of the excess provision for 
sterling pensions made by India after independence. 

In a recent analysis of the foreign exchange crisis, the Federation of 
Indian Chambers of Commerce and Industry note that, according to the 
authors of the second plan, exports and imports on current account in 1956-57 
were expected to be, respectively, Rs 573 crores and Rs 783 crores; actually 
exports totalled Rs 637 crores but imports amounted to Rs 1,077 crores, 
compared with Rs 751 crores in 1955-56. Iron and steel, machinery, defence 
stores and equipment and food grains represent the main items responsible 
for the heavy increases in the import bill. Imports of food grains jumped 
from Rs 29 crores in 1955-56 to Rs 111 crores in 1956-57, the highest 
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figure since the misfortunes of 1952-53. The bill for imported food was even 
higher in the year just closed (1957-58), when food grains cost Rs 167 crores 
of foreign exchange. It is clear that the failure to raise agricultural production 
is a principal element in the present crisis. Most of the rest of the increase 
in the import bill is accounted for by metals and their manufactures, which at 
Rs 229.16 crores in 1957-58 were three times as large as in 1955-56; by 
machinery (Rs 172 crores in 1957-58 against Rs 92 crores in 1955-56); and 
mineral oils, which rose from Rs 74 crores to Rs 107.51 crores in the two 
years. The only spectacular saving was in raw jute, imports of which declined 
from Rs 17.42 crores in 1955-56 to Rs 7.20 crores in 1957-58. 

Between 1950 and 1957, India’s exports increased by 17.4 per cent, a rise 
that must be regarded as low compared with that achieved by many other 
countries. ‘Tea, cotton piecegoods, manganese and sugar have made steady 
progress in export markets, but such old and trusty foreign exchange earners 
as jute manufactures, vegetable oils, spices and shellac all show steadily 
diminishing returns. At the same time, India has failed in her aim of 
achieving a significant increase in output of food grains; in the event, this 
declined from 68.7 million tons in 1953-54 to 62.03 million tons in 1957-58. 
Plainly, India has put too much of her resources into accelerating her pro- 
gramme of industrialization and too little into agriculture, which remains the 
mainstay of her economy. Indeed, in introducing this year’s budget last 
February the Prime Minister, who was temporarily holding the Finance 
portfolio, admitted as much. Clearly the bias will have to be shifted 
towards agriculture in the third plan. The process should be made easier 
when the three new steel works, which have absorbed a large part of the 
investment effort in the second plan, come into production in 1961. This 
output will begin to replace steel imports, which are at present costing well 
over Rs 100 crores a year in foreign exchange. 

The relief provided by the completion of industrial schemes will, however, 
be offset to an important degree by the burden imposed by India’s fast 
growing debts. A World Bank mission that visited India in June last cal- 
culated that India’s external debt (excluding IMF credits and loans repayable 
in rupees) now amounts to the equivalent of roughly $1,300 millions or 
roughly Rs 620 crores; to this must be added the $1,000 millions of new 
borrowing now envisaged to make good the shortfall of foreign exchange in 
the completion of the core of the second plan. The prospect is, therefore, 
that India’s total external debt will be of the order of $2,300 millions by 
1961, or more than Rs 1,000 crores. Debt service on this scale is not beyond 
India’s capacity, but to manage it smoothly will call for a measure of discipline 
and restraint which may prove politically very irksome. None the less, if 
India is to continue to command confidence as an international borrower 
(and all the evidence suggests that she will need access to foreign loans for 
ten or twenty years to come) she will need to impart a considerable degree of 
realism into her future planning, particularly into that part of it entailing 
overseas expenditure. ‘The World Bank mission pointed out that India has 
already heavily mortgaged her future foreign exchange earnings, adding that 
a point has now been reached when she should concentrate on consolidating 
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investment already in progress before embarking on any large new 
undertakings. 

Those who know the Indian administration well are confident that it will 
draw the obvious lessons from the events of the immediate past. During his 
recent visit to London the new finance minister, Mr Morarji Desai, made no 
secret of the fact that India finds it extremely distasteful to have to appear 
among the nations in the réle of suppliant. Indians were international 
traders and merchants, with a highly developed understanding of money 
and credit, centuries before the birth of some of the western nations. The 
crisis which they are now beginning to surmount represents an entirely new 
experience for a people who are both proud and sensitive. Happily they 
have been able to negotiate aid amongst friends. Perhaps the best answer to 
those who question why Britain should make a loan to India now is that, 
under somewhat different circumstances, India made a very much larger 
wartime loan to Britain in the shape of the sterling balances, but there are, of 
course, many other more practical and immediate reasons why we should 
come to the help of one of our largest trading partners in a time of difficulty. 
It is not to be expected that public opinion, either here or in India, will be 
greatly excited by a transaction that is not easily amenable to popular under- 
standing. But those who are concerned with these things in New Delhi and 
the great business centres of the sub-continent are well aware that the British 
role in the Washington discussions made a major, perhaps decisive, con- 
tribution to the mobilization of the credit which is now available to India. 
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Deflation through Wool 


By H. W. ARNDT 


CANBERRA, end- August 


USTRALIAN national money income fell in 1957-58 for the 
first time since 1944-45. This is partly a tribute to regained 
price stability. When real income fell in 1952-53, national money 
income continued to rise because of inflation. Last year retail 

prices rose by less than 2 per cent, a feat that has been equalled only once 
since the war. But there has been some fall in real national income and, 
with Australia’s rapid growth in population, a sharper fall in real income 
per head. ‘The reasons for the decline are plain—falling export prices and 
hesitancy in growth at home. But whereas in 1956-57 mild domestic 
recession was more than offset by booming wool prices, the feature of 
1957-58 has -kezn the way in which domestic business activity has stood 
up to drought, falling farm prices and overseas recession. 

Wool, after enjoying a quite unexpected and still rather unexplained 
boom in 1956-57 which added a round £200 millions* to Australia’s inter- 
national reserves, last year followed other commodity prices down with a 
bump. By June this year wool prices were 35 per cent below the average 
for 1956-57; export prices of Australian metals had fallen by about 30 per 
cent, and butter by about 25 per cent. Yet import prices have been rising, 
by 2 per cent a year in the last four years; and in this period Australia’s 
terms of trade have deteriorated by exactly one-third. 

The effects of the slump in commodity prices on Australia’s balance of 
payments have so far been quite mild. Export income fell in the last 
financial year, to June 30, by £160 millions (partly because of failure 
through drought of the wheat harvest in the eastern states). Imports were 
allowed to rise by £70 millions. But the current account deficit of £178 
millions was financed to the extent of £136 millions by an inflow of capital 
—mainly direct investment, but including also some receipts from official 
loans. Since international reserves began the financial year at the hand- 
some figure of £570 millions, the loss of £42 millions was not very serious; 
and losses in 1958-59 should be accommodated without grave dislocation. 
But, as discussed more fully below, a continuation of the decline would 
confront the Australian authorities with unpleasant decisions. 








* The £ sign in this article refers throughout to Australian pounds; £A125=£100 
sterling. 
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The effects of the adverse turn in the balance of payments on domestic 
conditions are much harder to identify. Normally, a sharp fall in Australian 
export income would be expected to have a threefold deflationary effect on 
domestic activity: a direct reduction in farm spending, a fall in trading bank 
liquidity resulting from the fall in London funds, and a depressing effect 
on business confidence, which in Australia is traditionally sensitive to 
changes in the price of wool. On this occasion, the first two mechanisms 
have been largely inoperative. 


Bank Liquidity Maintained 


Farm incomes in 1957-58 fell by £180 millions and are probably lower 
now, in real terms, than at any time since the ’thirties. But there is reason 
to believe that consumption spending by Australian farmers is little affected 
by ups and downs in farm incomes. Normally, the brunt of fluctuations 
in farm incomes is borne by rural investment. But this time, the threat 
of drought had held back capital outlays out of the high incomes of 1956-57, 
so that farmers, or at least graziers, are believed to retain substantial in- 
vestible funds. Secondly, the effect of the external deficit on the liquidity 
of the trading banks has been deliberately and systematically offset by 
central bank action. Between February and July, 1958, the Commonwealth 
Bank released nearly £70 millions from special accounts, with the result 
that the trading banks’ liquidity (measured by the ‘‘ LGS ratio ”’ of liquid 
assets and government securities to deposits) was about the same in June, 
1958, as a year earlier, despite the fall in London funds and despite a much 
more than seasonal increase in advances (by £134 millions, or 16 per cent) 
between March and July of this year. 

How far the slump in exports has affected business confidence is particu- 
larly difficult to tell on this occasion because it came at a time when the 
business outlook was already uncertain. For over two years now, Australia, 
like most other western industrial countries, has been in a peculiar state of 
sluggish growth, not quite recession, but decidedly no boom. It all began 
with the drastic efforts of the authorities to halt the bout of inflation of 
1954-56—comprising credit restraints late in 1955, followed by the emer- 
gency budget of March, 1956. For some time, as growth in industrial 
production slowed down and demand for labour slackened off, official and 
unofficial opinion remained preoccupied with the fight to restore some 
degree of stability to prices and wages, particularly since the rise in wool 
prices of 1956-57 was widely expected to revive the boom. 

That boom never came. For some months in the latter half of 1957 it 
looked as though the tempo of Australian business was picking up. Unem- 
ployment fell a little from its (modest) peak in June, 1957. Housing starts, 
motor car registrations and other indicators pointed the same way. Credit 
restrictions were substantially relaxed. The September, 1957, budget was 
mildly expansionary. A special meeting of the Loan Council in February, 
1958, gave a mild fillip in the form of a few extra millions for state public 
works. But the results were disappointing. 

From November, 1957, unemployment rose again and registered vacancies 
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fell steadily, and by mid-1958 the ratio of vacancies to registered unem- 
ployed was at its lowest since the war. A recovery in residential housing 
was not sufficient to offset a sharp decline in non-residential construction. 
In view of the deepening recession in the United States, it is not surprising 
that there was concern in some quarters about the danger of a collapse of 
confidence showing itself in a serious decline in private investment. 

No such decline has so far taken place. Indeed, quite a good case can 
be made for the much rosier picture of the state of the economy that is 
being presented by the Commonwealth Government. An official survey 
released in July sets the tone: “‘ The forces of expansion already in evidence 
and those likely to operate in 1958-59 are enough to keep the Australian 
economy moving ahead at a fair pace’’. In support of this view, the survey 
points to the fact that retail sales and business capital expenditure have been 
well maintained, that motor vehicle registrations and housing activity have 
been rising, and that even non-residential construction appears to be picking 
up again. ‘The unofficial index of industrial production of the Australia 
and New Zealand Bank showed a remarkable rise of 12 per cent between 
July and November, 1957. It has edged up further since then, especially 
in basic industries, and in the industries producing consumer durables, 
which have benefited from rapid expansion in hire-purchase credit. 


No Boost from the Budget 


It was this rosy view, firmly held by the economic policy makers in the 
Commonwealth Treasury, which underlay the 1958-59 budget, the twelfth 
and last budget presented by the retiring Treasurer, Sir Arthur Fadden, 
on August 5. On its face, the budget appeared expansionary, and that 
was how Sir Arthur’s advisers wanted it to be interpreted. The budget 
speech began: 

This year the Government is budgeting for an overall cash deficiency of 

£110 millions. ... We are doing this advisedly because we judge that, in the 

circumstances of our economy, expansive action of that kind is more appro- 
priate than the conventional course of trying to match total receipts and total 
outgoings. We believe that what we are doing will materially support business 
investment and consumer spending and so help to offset the effects of continued 
low export earnings. 
Actually, the budget was “ expansive ”’ only by comparison with a balanced 
budget, which would have been sharply deflationary. The Government 
stood pat against practically all demands for lower taxes and higher pensions, 
the total costs of all concessions being barely £5 millions. On close inspec- 
tion it appeared that the cash deficit of £110 millions would make little, 
if any, addition to aggregate effective demand. Some £35 millions of the 
deficit was padding—a contingent liability to redeem maturing debt, 
essentially a matter for central bank action. Much of the rest reflected 
first the loss of revenue expected to result from falling incomes; secondly, 
the cost in the full year of tax and social security concessions granted in 
September, 1957, and already operative for the past six months; and such 
irrelevant accidents as the fact that the financial year 1958-59 would contain 
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five instead of the usual four twelve-weekly payments of child endowments, 

It is difficult to avoid the impression that the Treasury continues to be 
more concerned about the risks of a revival of inflationary pressures than 
about any dangers of recession and that, with rather more cunning than 
candour, it has played up the £110 million deficit as a sop to public clamour 
for an expansionary budget. 

On a short view, the Treasury standpoint has much to commend it. If 
the Treasury and central bank do not lean over backwards to resist inflation, 
no one else will in Australia. The Treasury can also point to the fact that, 
in marked contrast to British experience, disinflation in Australia has not 
led to a cessation of industrial growth and may indeed have contributed to 
a remarkable spurt in productivity. Estimates by Professor Cochrane 
(Economic Record, August, 1958), based on the ANZ Bank index and national 
income data, suggest that factory production per man increased by over 
6 per cent in 1957-58, compared with an increase of 3 per cent in 1956-57, 
A more debatable question is whether the Treasury standpoint is com- 
patible with Australia’s policy of rapid growth in population. 


57,000 “* Lost ’’ Workers 


While Britain might conceivably be satisfied with a policy that yields 
growth in industrial production coupled with stagnation in employment, 
Australia cannot be so long as she tries to absorb 100,000 immigrants a 
year. Australia’s official statistics of unemployment do not give an adequate 
picture of the degree to which employment has stagnated since early 1956. 
During these two and a quarter years civilian employment has apparently 
increased by only 38,000, while the workforce must have grown, through 
migration and natural increase, by at least 130,000. (Since registered 
unemployment has risen by only 35,000, some 57,000 persons have got 
‘lost’; some at least are probably unemployed who do not bother to 
register. ) 

An inevitable result of the stagnation in employment has been that the 
migration programme has come under fire. ‘The critics on the Right who 
have for some time attacked the ‘policy of rapid development as leading 
inevitably to inflation and controls, and therefore as a menace to private 
enterprise, are now being joined by a large section of the Left who, unable 
to see that migration affects the demand for as well as the supply of labour, 
instinctively react to a rise in unemployment by demanding a cut in 
immigration. So far, the Government has stuck to its migration target of 
1 per cent of the population per annum, but the inflow of unassisted migrants 
has already fallen a little and departures have risen; if employment con- 
tinues to stagnate, political pressure for a cut will become hard to resist. 

There is also a more sophisticated argument for the view that the Govern- 
ment’s short-term budget policy is in conflict with its long-term policy of 
rapid development. During the past year, industrial activity has been 
sustained largely by high consumption expenditure, especially on HP 
financed durables (television sets and motor cars). Quite apart from the 
question whether consumption can be relied on to continue to grow at 
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this rate, a conjuncture in which consumption grows almost twice as fast 
as capital formation is obviously not conducive to rapid development. For 
some years now, public investment has been insufficient to keep pace with 
the needs of a rapidly growing population for public transport, roads, 
schools, hospitals and other essential services. Last year’s decline of 
45 per cent in personal saving (other than through life assurance), in the 
main a consequence of the slump in farm incomes, will aggravate this 
problem by greatly weakening the Government loan market. 

Much will depend on the course of world commodity prices and overseas 
business conditions in the coming year. An improvement in both will at 
once come to the rescue of the migration programme by helping to sustain 
employment and make it easier to finance a high rate of capital formation 
by raising farm incomes and the rate of saving. Overseas prospects are 
equally crucial to the other major problem for Australian economic policy, 
the problem of external balance. 

A recent sober estimate puts the probable fall in Australia’s international 
reserves during 1958-59 at £100 millions (Cochrane, op cit). ‘This allows 
for a 3 per cent fall in the wool clip owing to last year’s drought and assumes 
no further fall but also no recovery in the price of wool. It allows for the 
present excellent wheat prospects and assumes some improvement in metal 
prices and a rise in Australia’s increasingly important exports of manu- 
factures. Finally, it assumes that capital inflow will be only a little lower 
than last year and that imports will continue at last year’s rate. 


Can the Reserves Take the Strain? 


It is generally agreed that Australia’s reserves can stand such a drain of 
£100 millions in 1958-59—but that they could not now stand a drain much 
larger than this, nor any considerable drain for yet another year. Yet, in 
the absence of any improvement in commodity prices, pressure on the 
Australian balance of payments will certainly increase in the coming year 
through rising import demand, and it will increase still more if there 1s any 
sharp fall in the inflow of capital. Import demand is bound to rise if 
business activity absorbs next year’s growth in the workforce and industrial 
capacity, and still more if it takes up any of the present slack. 

Immediately, this pressure can and will be contained by import restric- 
tions. At their present level, the controls aim at preventing imports from 
exceeding {£810 millions; a rise in import demand would merely increase 
pressure on the controls, which has recently been slight. But if Australian 
export prices fail to recover sufficiently to promise restoration of approxi- 
mate external balance during 1959-60, and a fortiori if export prices should 
fall still further, devaluation may become a more appropriate remedy than 
a still further tightening of import restrictions. If overseas business con- 
ditions and world commodity prices fail to recover during the next twelve 
months, therefore, Australian economic policy makers will be confronted 
with very grave decisions. In these circumstances, the optimistic wait-and- 
see policy which seems to lie behind the budget may well be the most 
sensible course for the next few months. 
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“Fifty Years in Five”’ 


Senor Lucas Lopes, who became 
finance minister of Brazil in Fune, said 
recently that Brazilians must accustom 
themselves to the idea of a permanent 
regimen of austerity in the spending of 
foreign exchange. His statement was 
made at the height of the most severe 
exchange crisis experienced by Brazil 
since the war. For the moment the gap 
in Brazil’s balance of payments has 


been filled by the extension of $158 
millions of credits by the Export- 
Import Bank and twelve American 
commercial banks. But, as the following 
article points out, a long story of over- 
ambitious expansion and misguided finan- 
cial policies lies behind the weakness of 
the cruzetro, and radical changes in policy 
will be needed if the exchange gap is to 
be filled in the years ahead.—£DITOR. 





By A CORRESPONDENT IN BRAZIL 


HEN President Juscelino Kubitschek took over the govern- 
ment of Brazil at the end of January, 1956, he is said to have 
told a friend that he intended to govern “ politically ’’, not 
‘economically’. Whether he actually expressed this atti- 
tude may be a matter of opinion, or be taken perhaps as the logical feelings 
of a man owing much to army support for implementation of his election 
—though that election was free and fair. One of his leading campaign 
slogans (repeated only a short while ago) was for the compression of fifty 
years of economic development into five. ‘‘ Fifty Years in Five ”’ of itself 
makes political rather than economic sense, and that inference was ratified 
symbolically by the appointment of Sr José Maria Alkmim to the finance 
ministry. 

Sr Alkmim had already occupied a similar position in Minas Gerais 
during the state governorship of Dr Kubitschek—they have been friends 
since youth—but it appears that his financial prominence was due less to 
personal qualifications than to past political services. Certainly the President 
had more obvious choices; but although Sr Alkmim is supposed to have 
lifted the ministerial burden unwillingly, two and a half years were to pass 
before he laid it down again. Yet he undoubtedly suited the general policy 
well enough, being a firm believer in controls and fertile in those expedients 
which that belief inevitably demands. 

However, the finance minister could not be blamed directly for the flood 
of pay increases soon to appear, although another in his position might 
have promoted more moderate counsels even if he did not care to resign. 
During the elections Dr Kubitschek had agreed to grant salary adjustments 
in the armed forces and civil service; and afterwards these were allowed to 
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pass, apparently at haphazard, at an amount equivalent to more than 40 per 
cent of estimated federal revenue (already earmarked for other purposes) 
with no resources to offset them. By mid-year, new “ minimum wage ” 
levels followed throughout the Union, much in excess of advances in the: 
cost of living. 'The minimum wage, which also affects social welfare con- 
tributions from employers and employees alike, was introduced by President 
Vargas in 1940 and benefited thereafter from four revisions. By the middle/ 
of 1956, in Rio de Janeiro and Sao Paulo, it was in real terms just a little 
below the original level. ‘The new decree raised it in those highly indus-| 
trialized areas by about 50 per cent above 1940 in real terms. 

Sr Alkmim thus confronted a flood of rising costs and prices. He 
declared that such circumstances precluded any modification in Brazil’s 
tangled exchange system; and against advice from the National Council of 
Economy, an exchange reform prepared by his predecessors was shelved. 
Elsewhere he acted with some prudence. More realistic bases were given 
to various imposts, and a few services, like posts and telegraphs, obtained 
better tariffs. Sr Alkmim also increased the compulsory deposits of private 
banks with the Bank of Brazil—ostensibly to keep a hold on new money. 
Expansion of the fiduciary issue was contained to 17 per cent, or to no 
more than the rise in 1955 under the caretaker government. 


The Plan and the Budget 


But all this time the massive plan for compressing fifty years of economic 
development into five was gathering on the horizon. In 1955 the federal 
budget showed a deficit of about 10,000 million cruzeiros, if considerable 
unauthorized expenditure be included. The 1956 budget (prepared by 
the caretaker government) started off more or less in balance (revenue 
correctly estimated at 71,000 million cruzeiros), but was rudely shaken by 
the army and civil service increases mentioned above and by other addi- 
tional votes. After cutting investments and carrying 12,800 millions 
forward to the floating debt, the finance ministry eventually emerged 
with a cash deficit of 16,700 million cruzeiros. Last year, under pressure 
from the development plan (known as the Targets Programme) and through 
his own unhappy policy for coffee, Sr Alkmim had to confess to a final 
cash deficit of 40,000 million cruzeiros. This was partially financed by 
16,000 million cruzeiros in new paper money (an expansion of 19 per cent) 
and from “‘ other resources ’’—presumably the premiums paid by importers 
at exchange auctions and the compulsory deposits of private banks. The 
budgetary performance this year will be no better. By mid-year there 
was already a deficit of nearly 23,500 million cruzeiros; and as 1958 is an 
election year, Congress is unlikely to show restraint in amending and voting 
the budget for 1959. 

The Fifty Years in Five Programme is an ideal of what the whole country 
would like to do, set down in cruzeiros and dollars. It includes much 
private initiative, often planned long ago; it embraces the independent 
development projects of states—sometimes very important; and only in 
the sense that the federal government exercises a co-ordinating function 
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and has bestowed a blessing on foreign loans and investments, can the 
whole be thought of as federal. But many major works in the Programme 
are exclusively federal. The original estimates published for 1956 to 1960 
were revised in 1957. When addressing the Military Academy on March 4 
this year, the President of the Republic said: 

The cruzeiros and foreign currencies needful to this Programme are within 
our possibilities. ‘The estimate for 1957 to 1961 [whether 1961 counts is not 
clear] is 301,000 million cruzeiros, including 65,000 millions to buy foreign 
exchange. Of the remaining 236,000 millions, 113,000 millions will come 
from the budget, 29,000 millions from state-revenue, and the rest from private 
initiative and nationalized companies. ... As for foreign exchange, between 
1957 and 1961 we shall need the equivalent in all currencies of 2,318 million 
dollars; 150 millions will come in as capital equipment without exchange cover, 
1,266 million dollars must be repaid during the period, and 902 millions will 
be for repayment deferred up to 1962. Only 670 millions out of the total of 
2,318 million dollars is not already registered or in negotiation. 


In his annual message to Congress, read eleven days later, the President 
gave further information: 


Planning for objectives to be attained by 1961 has completed the phase of 
analytical preparation in specific projects and several have been extended for 
progressive development during the five years following this Administration’s 
term of office.... The investment demanded can be made without sacrificing 
current levels of consumption and will contribute substantially to consumption 
levels in the near future. It is enough to say that three of the basic industries 
now in course of development (steel, the motor industry, cellulose and paper) 
will yield up to 1961 a total production equivalent to more than 500 million 
dollars, after deducting costs in foreign currencies. That means a flow of 
goods to the home market far higher than could be obtained by imports. 


Apart from this apparent good sense, such plans have a natural appeal in 
any youthful and expanding economy. Agriculture is apt to be thought 
of as rather degrading. Industry denotes progress. 


Filling the Dollar Gap 


The Programme also includes much in the realms of transport, distribution 
and the generation of energy which,is badly needed to make good past indif- 
ference and the effects of unwise nationalism, and to cope with impressive 
expansion in industry. The “ rightness’ of a Targets Programme is self- 
evident: differences concerning its viability are those of degree. For 
example, it was left to the National Council of Economy (among official 
bodies) to observe, in a report sent to Congress on June 27: “In the 
anxiety to acquire certain basic products now, to attend to a forced economic 
development at short term, we have failed to understand that by sacrificing 
exports we demand a social cost so high that it must inevitably contribute 
towards undermining development itself ”’. 

Towards the end of last year a federal organ commonly called the 
SUMOC—rather like the board of a central bank—estimated that from 
1957 to 1961 the authorities will have to find 270 million dollars in foreign 
exchange every year for amortization and interest on official engagements, 
and a further 30 million dollars yearly for new obligations likely to be 
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assumed. In addition, a further 300 millions will have to be found each 
year to meet commercial services such as freight, insurance, interest on 
investments and other items under current transactions. This calls for an 
annual surplus of 400 million dollars in visible trading and a net entry of 
200 million dollars of foreign capital every year. In other words, Brazil 
must keep her trading surplus and her power to attract capital under these 
two heads at around the 1956 levels, both of which were peaks in the decade 
ended that year. In 1957 the net entry of capital was 255 million dollars; 
but net earnings from visible trading declined and the year ended with a 
deficit of 129 million dollars. The accounts for 1958 may balance more 
or less with the assistance of American loans granted after the visit of 
Mr Dulles in August. 

The implementation of a political slogan such as Fifty Years in Five, 
demanding weighty sums in foreign currencies and especially in US dollars, 
meant that other economic objectives, such as exchange reform (for which 
Dr Kubitschek while President-elect had promised priority), must stand 
aside. Coffee, which earns about 80 per cent of Brazil’s dollars and between 
60 and 70 per cent of all foreign exchange, had to continue at a precariously 
valued exchange rate; and so on down the list of export items until, for all 
practical purposes, each product (and sometimes each deal) received the 
exchange quotation most likely to squeeze the most out of the international 
markets. ‘That is what the methods of the ingenious Sr Alkmim eventually 
came to. 

We have almost lost sight of the finance ministry while recapitulating 
that greater world which governs its business and stimulates the inventive 
genius of its denizens. In 1955 the caretaker administration of President 
José Café Filho had devised a new ad valorem customs tariff to replace 
the antiquated specific tariff in force (with slight changes after the war) 
since 1934. It was assumed that this new tariff would at once enable the 
government to abolish the multifarious exchange system (described in The 
Banker of March, 1956) and move towards a single rate for all purposes 
—excepting exports of coffee and one or two special imports needing a 
defined period for readjustment. But this would also abolish the extremely 
favourable rates for governmental uses and official imports outside the 
auctions; while abolition of the auctions themselves would deprive the 
government of a valuable extra-budgetary source of revenue. 

Nothing was done in 1956 except to increase offerings of convertible 
and semi-convertible currencies. ‘This began at the import auctions in the 
second half of that year and became more marked during 1957. Averages 
of the offerings of these currencies for goods deemed essential show a dollar 
premium (which added to the official rate of 18.82 cruzeiros represents the 
import dollar) at 110 cruzeiros in the first half of 1956, improving to 75 
cruzeiros in the next six months, and to 63 cruzeiros in 1957. The wise 
policy of building up exchange reserves was apparently discarded in favour 
of short-term appearances. In practice, the only result was a hardening in 
demand for imports; and when at length coffee could stand the racket no 
longer the amount of exchange on offer had to be reduced drastically. In 
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the first quarter of this year the average premium for convertible currencies 
jumped to 101 cruzeiros and it is now in the region of 190. 
Meanwhile, and at long last, in August, 1957, the new ad valorem customs | 
tariff was introduced, but without any alteration in the exchange mechanism 
beyond a consolidation of the previous five import categories into two: a 
general category for essential goods and a special category for those deemed 
superfluous. And coffee was not living up to expectations. The finance ; 
minister’s plan for the export crop which began to operate in July last year | 
provided that the government would buy coffee whenever the international 

market was insufficiently attractive. Eventually the government bought 
10 million bags at an approximate value of 25,000 million cruzeiros: up ; 
y/ went the fiduciary issue and those who complained of insufficient credit \ 
v 


complained no longer. 


As though that were not enough, the finance minister played a leading 7 
role in promoting a retention scheme in concert with Colombia and leading ; 
Central American producers (signed in Mexico last October); this also left ' 


Brazil carrying the burden of support prices alone. In the course of time " 

there were occasions when Brazilian coffees stood higher than better , 

qualities from Colombia. Brazil became marginal. Intervention in the 

New York market proved as fruitless as it was ill-considered, as did silent P 

attempts to ship on consignment. B 
The implications of these expedients cannot properly be grasped without 

a little past history. ‘Throughout this century, Brazil’s livelihood has come 


from coffee and there is still no product or group of products with any . 
possibility of taking its place. In the first decade of this century, average . 
world consumption of coffee stood at 16 million bags a year, to which Brazil te 
contributed 12 millions. In the decade before 1930, Brazil was contributing " 
an average of 14 millions out of 21 million bags. In the decade ended in I; 
1949, her average annual contribution was still 14 million bags, in a con- " 
sumption of 24 millions. And in the eight years from 1950 to 1957 it was a 
again 14 millions, while average consumption had climbed to 33 millions. (v 
In 1957 itself, Brazil exported 14.3 million bags towards world imports of fo 
36.8 millions. Thus, while in thé past fifty years world consumption of or 
coffee has more than doubled Brazil’s exports have remained almost ga 
stationary. Perennial efforts to squeeze the most out of coffee have done sa 
no more than encourage planting all over the world (as well as in Brazil) - 
and still the policy goes on. There can hardly be a more formidable “ 
example of Chaucer’s dictum that “‘ who so mickle will embrace, little 20 
thereof he shall distrain ”’. fw 

Moreover, conditions are no longer what they were before the war. ; 
Brazilian industrialization was then only beginning; and exchange shortages die 
were easier to bear ina rural economy. Industry has now created minimum Sa 
import needs which cannot be reduced without grave social repercussions. de 
On the other hand, the post-war appearance of Africa as a major producer we 
of cheap coffees (with about one-fifth of the whole exportable world crop) the 
has undercut Brazil’s réle as bulk supplier for blends topped off with mild for 


coffees from Colombia and Central America. This role is further under- 
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mined by the growing use of instant or soluble coffees in which African 
coffee finds a ready outlet. The only realistic solution is on commercial 
lines, by widening the differential between mild coffees and good quality 
Santos coffee, and by undercutting the African coffees with low qualities. 
At a realistic rate of exchange this could be done. 

The problem of over-production shows no sign of diminishing. Some 
50 million bags of the current world crop will be available for export. Brazil 
has agreed to withdraw 40 per cent of her crop and Colombia will withdraw 
15 per cent of hers: that reduces availabilities to around 39 million bags, 
with world imports at near 37 millions. Co-operation from other producers 
in the Americas and from the Africans could more than restore balance; 
but although the Africans appear willing to talk they are less likely to act. 
Why should they ? And what is to become of the many millions of bags 
withdrawn ? How will they affect prices? Sr José Maria Alkmim, who 
is noted for startling originality, suggested that everyone should drink 
coffee from cups twice the customary size. He was photographed holding 
the two cups, one in either hand. ‘There let us leave him: his resignation 
was accepted on June 25 and Dr Lucas Lopes (born 1911), an engineer and 
an economist, Minister of ‘Transport in the Café Filho Government and 
president of the National Bank for Economic Development under this 
government, was appointed in his stead. 


New Men and New Policies 


Dr Lucas Lopes almost certainly favours a radical exchange reform but 
says that he cannot undertake one without better reserves in foreign cur- 
rencies. Nevertheless, he has handed the superintendence of the SUMOC 
to Sr José Garrido Torres, chairman of the National Council of Economy, 
which has long recommended a return to orthodox methods in exchange. 
In the meantime, at the request of the International Monetary Fund, some 
of the worst anomalies have been removed from export bonuses. ‘These 
are now streamlined to make an export dollar of 37.20 cruzeiros for coffee 
(which accounted for 61 per cent of total exports last year); of 43.20 cruzeiros 
for cocoa and sub-products (about 6 per cent of total exports); of 70.14 
cruzeiros for cotton, tobacco, various seeds and waxes, pinewood, man- 
ganese and raw hides (together about 12 per cent); and of 92.14 cruzeiros 
for all else. Thus there is a difference of 55 cruzeiros between the highest 
and lowest quotations for the export dollar. In 1955 the difference was 
less than 13 cruzeiros and even in the second half of 1956 it was under 
20 cruzeiros. This illustrates the disorderly effect of internal inflation on 
fixed export rates, and shows the injustice of the whole system. 

The system also involves a disincentive to exports, both by arbitrary 
discrimination between exporters themselves and by gross disparity between 
import and export rates. The coffee producer buys imported fertilizer at 
about twice the rate he gets for coffee and for many other things pays four 
times that rate. He is in fact bearing the brunt of subsidies beneficial in 
the main to industry and to urban populations, and has been doing this 
for years. Outside the auctions especially favourable rates prevail for 
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wheat, newsprint and petroleum, as well as for government transfers. It 
has been estimated by the National Council of Economy that the virtual 
subsidies drawn from agriculture to these special ends amounted in 1957 
to 13,000 million and 11,000 million cruzeiros respectively. Again, nearly 
one-fifth of all export earnings are taken up for imports of petroleum, 
despite the considerable progress made recently in local production by 
government-owned Petrobras, which enjoys monopoly rights. The recent 
arrangements for foreign assistance to a similar national company in Argen- 
tina may at last break down the remaining strongholds of nationalistic 
opinion here. Foreign aid in this sector in Brazil would bring welcome 
relief to the balance of payments quite apart from the undoubted benefits 
bestowed on production. 


A Burnt Offering ? 


Nevertheless, however sombre some parts of this narrative may have 
seemed, we must never overlook the potential of Brazil in size, in unworked 
resources, in population (half that of all South America); as well as its 
geographical advantages and a traditional Western outlook and background, 
so different from Afro-Asia. When President Kubitschek appealed on 
June 20 for greater United States assistance to Latin America, he said: 
‘Let nobody deceive himself: when confronted by certain facts and doc- 
trines, it is impossible for peoples of widely differing living standards to 
adopt the same values and feel the same reactions—to support the same 
campaign or fight on the same side’. ‘This may sound like friendly political 
pressure, but at bottom it is true. On the other hand, he might be better 
placed in this plea had the federal policy run similar to that of the state 
in Sao Paulo. Sao Paulo is almost a country in itself and, apart from paying 
its own heavy state taxes, supplies the federal government with 50 per cent 
of federal revenue. After decades of chaos in state finances the present 
Sao Paulo government has balanced its budgets with regularity, pays bills 
promptly against discount, runs the state railways and air transport at a 
profit while renewing rolling stock and aircraft (including Vickers Viscounts), 
and has also engaged in the biggest public works within memory. 

Undoubtedly the new makers of federal financial policy have a hard row 
to hoe, but at least there is reason to believe that they know and understand 
the difficulties that must be overcome on the way back to normal living, 
however hard that way may be. ‘They need sympathy and assistance, and 
the recent aid totalling $158 millions from the Export-Import Bank, private 
US banks, and the International Monetary Fund is not enough. Perhaps 
for the time being the new men must prove themselves. But things are 
moving. Mr John Foster Dulles, who arrived in Rio de Janeiro on 
August 4 and left again via the new capital of Brasilia two days later, was 
obviously no ordinary tourist. His visit was ostensibly connected with 
President Kubitschek’s declarations on June 20, but petroleum a la Frondizi 
is another possibility. We cannot tell what took place in private and 
what is still under discussion; but as yet no ram is to be discerned, caught 
by its horns in the verbal thickets surrounding that brief encounter. 
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AMERICAN REVIEW 





HE American investor’s convic- 

tion that the inflationary pressures 

now building up in the economy 
will not be successfully contained carried 
equities to a new all-time peak last 
month. ‘The measures taken by the 
authorities to tighten credit, and the 
unsettling news from the Far East, were 
brushed aside; and on September 15 
the Dow Jones index of industrial shares, 
with a bound of four points, broke 
through the critical point of 521 which 
had marked the limit of previous stock- 
market advances. ‘This made a total 
rise of nearly one-fifth since the year’s 
low point in February. The apparent 
ineffectiveness of the increase in cash 
‘““ margin ’’ requirements for stock ex- 
change dealings announced by the 
Federal Reserve Board early in August 
raises the question whether the authori- 
ties will soon make a fresh attempt to 
restrain the market. : 

Belief in the inevitability of inflation 
was reinforced by the vigour of the 
rebound in industrial production and by 
the publicity given to the possible scale 
of the budgetary deficit in 1958-59. The 
index of industrial production (based oh 
1947-49) regained another two points 
to 137 in August and the Federat 
Reserve Board lost no time in stressing 
that manufacturing output had by then 
recovered more than one-half of the 
ground lost between August, 1957 (when 
the index stood at 145), and April of 
this year (when the index dropped to 
126). ‘This recovery, which in recent 
weeks has embraced a growing sector of 
the durable goods and heavy industries, 
has far exceeded earlier expectations. 
Early September brought fresh evidence 
of recovery in the steel and construction 
industries; private housing starts in 
August (at an adjusted annual rate of 


1,170,000) marked the sixth consecutive 
increase to the best level for two years. 
There was also some evidence that 
wholesale and retail traders had begun 
to restock in anticipation of rising con- 
sumer purchases. 

The most significant pointer, how- 
ever, was the estimate by the Depart- 
ment of Commerce that the decline in 
capital expenditures by industry would 
give way to a modest recovery in the 
fourth quarter of the year. Although 
capital expenditure 1n 1958 is expected 
to show a fall of at least 16 per cent 
on 1957, the Department believes that 
many of the projects which have been 
postponed are now under review and 
that the decline is “ behind us’’. Un- 
employment fell by 600,000 to 4,700,000 
in August, but was still 2 millions more 
than in August, 1957, and the seasonally 
adjusted rate rose to 7.6 per cent of the 
labour force, a peak level since the 
war. 

Credit Screw Tightened 

New budgetary estimates for 1958-59 
throw further light on the dilemma 
which both Treasury and the Reserve 
Board face in cash financing, refunding 
operations and general credit policy. 
The persistence of heavy unemploy- 
ment means that the Treasury’s trust 
funds will not, for some time, play their 
usual part in reducing the “ gross” 
budget deficit—now estimated at over 
$12,000 millions. The actual cash deficit 
in 1958-59 may approach $14,000 
millions. 

While Wall Street demonstrated its 
belief that the Reserve Board will be 
unable to avoid substantial injection of 
new credit, the Board itself turned the 
screw tighter last month. The rise in 
rediscount rates from 1? to 2 per cent 
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— ich started at San Francisco in 
August has been followed by New York 
and the other main centres, and open- 
market operations—which did not pre- 
cede the initial moves in the discount 
rate—have been actively pursued. By 
early September the ‘free’ reserves 


of the commercial banking system had 


been reduced to less than $200 millions, 
the lowest level for many months. Chase 
Manhattan and the Guaranty Trust 


followed these moves quickly by raising 
their prime loan rate from 3} to 4 per 
cent. 

There is no doubt that the Reserve 
Board wishes to avoid any monetization 


of debt, and that the Treasury would 
like to continue to concentrate on selling 
long-term bonds. Unfortunately, the 
bond market, which faces a ‘Treasury 
cash offer of $3-4,000 millions, is still 
suffering from the aftermath of this 
year’s speculative boom; yields on 
Treasury bonds are still around the 
highest levels seen for more than 20 
years. <A technical rally in the bond 
market is probably not far off, but any 
sustained recovery is unlikely until the 
conflict between the Treasury’s-interest 
in cheap money and the Reserve 
Board’s determination to save the dollar 
is resolved. 


American Economic Indicators 


1955 
Production and Business: 

*Industrial production (1947-49 = 100) 139 

*Gross private investment (billion $).. 60.6 

*New plant and equipment (billion $) 28.7 

*Construction (billion $) .. 44.6 
Housing starts (000 units) 110.7 

*Business sales (billion $) 52.3 

*Business stocks (billion $) 81.7 
Merchandise exports (million $) 1,296 
Merchandise imports (million $) 949 

Employment and Wages: 

*Non-farm employment (million) 50.1 
Unemployment (000s) .. 2,904 
Unemployment as % labour force .. 4.4 
Hourly earnings (mfg) ($) 1.88 
Weekly earnings (mfg) ($) 76.52 


Prices: 
Moody commodity (1931 = 100) { — poo 
Farm products (1947-49 = 100) 89.6 
Industrial (1947-49=100) .. .. 117.0 
Consumers’ index (1947-49=100) .. 114.5 

Credit and Finance: 
Bank loans (billion $) 82.6 
Bank investments (billion $) 78.3 
Bank loans (partial) (billion $) 26.7 
Consumer credit (billion $) .. 38.7 
Treasury bill rate (%) 1.75 
US Govt Bonds rate (%) 2.84 
Money supply (billion $) . 216.6 
Federal cash budget (-++- or - . (mill $) —740 


NoTes.—Starred items are seasonally 
adjusted. Latest figures are preliminary 
or estimated. Yearly figures are given for 
private investment and equipment for 
1955-57 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1955-57. Business sales and stocks, 
money supply, bank loans and consumer 
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1957 1958 
1956 1957 a -- -— 
— June July <Aug 
143 143 135 132 134 137 
65.9 64.4 61.3 49.2 — a 
35.1 37.0 36.2 -—- — 30.3 
46.1 47.3 48.6 47.6 48.7 49.4 
93.2 86.8 63.4 115.0 111.0 119.0 
54.8 56.3 54.5 53.22 540 — 
$9.1 90.7 90.7 86.4 85.9 —— 
1,591 1,734 1,639 1,408 1,419 — 
1,051 1,082 1,141 1,037 — — 
51.9 52.5 52.0 50.3. 50.4 50.5 
2,822 2,936 3,374 5,437 5,294 4,699 
4.2 4.3 5.0 Pe 4e5 6.7 
1.98 2.07 2.10 ye > Be ©: Be & 
79.99 82.39 82.74 83.10 83.50 83.53 
442 442 ' . 2 
402 389 391 398 405 393 
88.4 90.9 92.6 95.6 95.0 93.2 
112.2 125.6 126.1 125.3 125.6 126.1 
116.2 120.2 121.6 123.7 123.9 — 
90.3 94.3 94.3 94.9 93.4 — 
74.8 75.6 75.6 84.7 84.2 — 
31.3 aaa Died 30.4 29.5 29.9 
42.0 44.8 44.8 43.1 43.0 — 
2.66 3.27 3.36 0.9 0.96 1.69 
3.08 3.47 3.30 3.20 3.36 3.60 
222.0 227.7 227.7 229.4 232.7 — 
+ 5,524 + 1,193 -4,435 +—1,417 — — 


credit show amounts outstanding at the end 
of the period. 
shows high and low 1955-57, 
month levels. Weekly bank loans are derived 
from partial returns only. 


are cash 
throughout shown in the middle month of 


the quarter. 


Moody’s commodity index 
and end- 


Budget figures 


totals. Quarterly figures are 


















with the East 


From Cyprus and the Lebanon to Japan, 
THE CHARTERED BANK 

and its wholly-owned subsidiary, The Eastern 

Bank Limited, link East and West through a 
system of one hundred branches extending to most 
[ centres of commercial importance in the Middle East, | 

South and South-East Asia and the Far East. 

Those branches provide complete and up-to-date 

banking services, sustained by wide knowledge and 

long experience of Eastern trade, finance and 





industry. In particular an effective credit 
information service and skilled assistance 
and advice are available to merchants 
and manufacturers seeking new 
business connections in 
Asian markets. 


THE 
CHARTERED BANK 


(Incorporated by Royal Charter 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. Agencies at New York and Hamburg 


THE EASTERN BANK LIMITED 
Head Office: 2 and 3 Crosby Square, London, E.C.3 
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INTERNATIONAL 
REVIEW 








ARGENTINA 


“Sofina”’ Settlement—The dispute 
between the European “ Sofina ”’ concern 
and the Argentina Government that 
began last year when the Government 
proposed to end the concessions granted 
to Sofina’s electricity supply under- 
takings in the country, on the grounds 
that the group’s contract had been 
secured irregularly, has been resolved. 
Under an agreement the group’s elec- 
tricity undertakings will be taken over 
progressively by the Argentina Govern- 
ment. A new company is to be formed 
immediately to operate the ‘ Sofina ”’ 
concerns. Initially only part of its shares 
will be held by the Government, the 
rest being owned by “‘ Sofina’’. But the 
latter’s holdings will be acquired by the 
Argentina Government between 1960 


and 1970. 
AUSTRALIA 


Deficit Analysed—An official analysis 
of the country’s payments experience in 
the twelve months to June 30, 1958, 
shows that, of a deficit in current pay- 
ments with all countries of {A178 
millions, some fA167 millions was 
accounted for by the deficit with the 
United Kingdom. In the previous 
twelve months the deficit in transactions 
with Britain was £A72 millions. The 
deficit in transactions with the dollar 
area rose from £A100 millions to £A135 
millions, while the surplus with OEEC 
countries narrowed from £A137 millions 
to {A70 millions and that with “‘ other ” 
countries from £A91 millions to {A42 
millions. Britain’s share in Australian 
imports in the year to June 30 last was 
maintained at the previous year’s figure of 
41 per cent. 

Attracting Investment—The Federal 
Prime Minister has announced that an 


inter-departmental committee is to 
review the existing arrangements for 
attracting overseas investment to Aus- 
tralia. He estimated that Australia had 
received some {A700 millions of capital 
from abroad during the 1950s, and said 
that such investment had been of great 
assistance in promoting economic 
development. ‘The Government was 
anxious to find out whether overseas 
agencies were adequately equipped for 
dealing with the inquiries of potential 
foreign investors and for supplying 
information on Australian conditions and 
policies affecting investment. Mr 
Menzies added that the activities of the 
Federal Government and the States 
governments in this field will be co- 
ordinated. 





© 


MR LAURENCE JAMES MENZIES 


Secretary of the Export Credits 
Guarantee Department 
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Airline Finance—The Australian 
Government has agreed to meet the cost 
of re-equipping the country’s domestic 
airlines. The cost is estimated at 


£A14 millions. 


BELGIUM 


Bank Rate Down to 3} per cent—The 
Bank rate was reduced by a further } per 
cent in the last week of August to 33 per 
cent. ‘The adjustment reflected easier 
conditions in the Belgian money market. 


Fund Repayment—The $50 millions 
borrowed from the International Mone- 
tary Fund in April, 1957, is to be repaid 
out of the proceeds of the $60 millions 
credit arranged with American banks in 
August. The American banks have 
agreed to take up Belgian bonds bearing 
interest at 44 per cent. —TThe bonds have 
a currency of six months but are renew- 
able at the Belgian Government’s option 
for a total period of up to three years. 


BRAZIL 


Lower Exchange Allocations—As a 
further measure to combat the continued 
deterioration in the country’s external 


payments, offerings of foreign currencies 
at the periodic exchange auctions are 
being reduced by 20 per cent. Alloca- 
tions of foreign exchange for imports 
whose currency requirements are satis- 
fied outside the exchange auctions (these 
consist mainly of Government pur- 
chases) are also being reduced. In 
addition, the fiscal dollar rate—the 
conversion rate used for determining 
ad valorem duties on imports—has been 
increased from 104 to 137 cruzeiros. 


Fall in Cruzeiro—The further drop in 
the quantity of foreign exchange avail- 
able for external payments has led to a 
new slide in the value of the cruzeiro. 
The free market rate, which a short time 
ago recovered to about 350 to the £ 
after an official decision to ease pressure 
on the market by releases of official 
exchange, dropped to 450 last month. 


CENTRAL AFRICAN 
FEDERATION 


Development Aids—The Minister for 
Commerce and Industry, Mr Frank 
Owen, has announced that an industrial 
development corporation is to be set 
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helps 


\ 

There is a world of difference 
between business and private hospitality» 
That is, quite often, not adequately 
appreciated. 

Your own more cultivated tastes 
in wines, spirits and liqueurs are fre- 
quently not those of business guests. 
Some know the best, but others do not. 
It is important that in the directors’ 





J 
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room, at any rate, both should be 
properly met. 

That is where our century old 
experience can be of real help to you. 
We choose and supply for many com- 
panies’ entertainment. We should like 
you to come to our cellars to taste and 
select. If you cannot call, we can send 
a very knowledgeable expert to help you. 


Telephone: ROYal 1096 


W. COATES & CO. 


Cellars, Offices and Warehouses 


24/25 Whitechapel High Street, London, E.1 


(2 minutes from Aldgate Underground) 
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up in the Federation. He indicated that, 
as a further measure to encourage 
industrial development, local industries 
would be relieved of duties on imported 
raw materials. 


Trade Deficit—The monetary steps 
taken at the beginning of the year to 
curb spending abroad are reported to 
have arrested the rise in imports. The 
sharp fall in exports, however, resulted 
in an adverse balance of trade of £10 
millions in the first half of the year 
compared with a favourable balance of 
{4 millions in the corresponding period 
of 1957. 

Hire Purchase Control Eased—Hire 
purchase controls have been relaxed to 
help manufacturers of furniture; but the 
Prime Minister has announced that 
in all other respects the monetary 
restrictions imposed earlier this year will 
continue in force. 


CEYLON 


Development Plan—A ten-year plan 
for the economic development of Ceylon, 
drawn up. for the National Planning 
Council by Mrs Joan Robinson, Reader 
in Economics at Cambridge University, 
provides for annual investment outlays of 
Rs 1,300 millions, compared with the 
rate of Rs 650 millions actually attained 
in 1956. One of the main objects of the 
programme would be to create work for 
14 million more people by the end of 
1968 (the growth of the population is 
expected to bring another million more 
workers on to the labour market over 
the next ten years). About a sixth of 
the total investment would be devoted 
to export crops, another sixth to domestic 
agriculture and another sixth to new 
factories and small-scale industry. ‘The 
plan envisages an increase in the national 


product from Rs5,000 millions to 
Rs 9,000 millions between 1956 and 
1968. 


Ad Valorem Duty on Tea?—The 
Government is said to be considering 
the assessing of export duties on tea on 
an ad valorem basis (at present there ts a 
flat rate of 70 cents per pound) to assist 
the sale of poorer quality teas. 

New Exchange  Restriction—The 
Ceylon Government has prohibited the 
withdrawal of all funds arising from the 
sale of immovable capital by non- 
residents, except when they are returning 
to their home country. Money held 
back will be placed in special blocked 
accounts in the name of the owners. If 


675 


reinvested in Ceylon, the _ resulting 
income will be freely transferable abroad. 


EGYPT 


Reparations Talks Break Down—T he 
new talks on Anglo-Egyptian financial 
issues, that started in Rome in the first 
week of September, were adjourned after 
a few days. No date was fixed for a 
resumption. An Egyptian statement 
said that the two delegations were 
completely unable to resolve their dis- 
agreement on the Egyptian claim for 
£36 millions in settlement of damage 
suffered during the Anglo-French inter- 
vention at Suez in 1956. 


FINLAND 


Interest Rates Cut—From the begin- 
ning of this month, most interest rates 
are being cut by ? per cent to give a 
further boost to business activity and 
counter the tendency towards recession. 


FRANCE 


Payments Surplus—The $24 millions 
deficit France showed in transactions 
with EPU in August fell $4.4 millions 
short of the surplus achieved in payments 
with other currency areas, and the 
country was in overall payments surplus. 
But for a debt repayment of $20 mil- 
lions to Britain and other capital trans- 
actions, the EPU out-turn would also 
have shown a surplus. The Ministry 
of Finance has attributed the favourable 
turn in payments to an expansion in 
exports, the repatriation of balances 
previously held abroad, and a decline 
in bear speculation against the franc. 


Wool Credit Renewed—The revolving 
credit for financing French purchases of 
wool from the British Commonwealth 
first arranged by Lazard Brothers of 
London many years ago has been re- 
newed for a further year. ‘The credit 
limit for the 1958-59 season has been set 
at £12.5 millions but it will be raised to 
£15 millions at the peak of the wool 
buying season. 





Egypt’s Francs—Following the settle- 
ment of financial problems outstanding 
between France and Egypt, arrangements 
have been made to re-admit Egypt to 
the transferable franc area. 


GERMANY 


Bill Market Moves — Arrangements 
are going ahead for the creation of a 
market in fine bank bills. It is planned 
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There is no limit to the versatility of the Burroughs Sensimatic, thanks 
to its exclusive sensing panel. This is a control unit which permits 

each job to be individually programmed and four or more programmes 
may be incorporated in ONE unit. Maximum automaticity and economy 
are ensured and varying combinations of memory units are available. 
Simply select the combination appropriate to your specific requirements. 
Automatic features simplify the operation of the machine, and up-to-date 
Management reports are provided as a by-product of routine accounting 
applications. Contact your local Burroughs office or write direct to: 
Burroughs Adding Machine Ltd., 356-366 Oxford Street, London, W.1. 
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to establish a discount house in Frank- 
furt shortly to discount foreign trade 
acceptances. 


GHANA 


New Investment Board—The pro- 
mised Investments Promotion Board 
has now been set up. It will examine 
applications for the establishment of 
new industries and factories and make 
recommendations to the Minister for 
Trade and Industry. It will also co- 
ordinate the activities of various minis- 
tries concerned with the establishment 
of new industries, decide on the priority 
to be given to different industries and 
assist in obtaining suitable sites. 


Review of Commercial Law—Pro- 
fessor Gower, Professor of Commercial 
Law at London University, has been 
appointed by the Ghana Government 
to undertake a revision of the country’s 
company law. 

New Volta Survey—Mr Gbedemah, 
the finance minister, has disclosed that 
the Kaiser Corporation is carrying out 
an engineering survey to re-assess the 
cost of the Volta River scheme. He 
suggested that, if the Corporation deci- 
ded to participate in the scheme, 
American Government financial support 
would be forthcoming. 


GREECE 


New Spending Controls—In an effort 
to check the deterioration in the country’s 
external payments, which has recently 
led to a sharp fall in reserves, the 
Government has imposed new con- 
sumption taxes on imported goods, 
restricted credit facilities for import 
financing, and tightened hire purchase 
controls. 


INDIA 


World Bank Report—A report by a 
two-man World Bank mission which 
visited India in June asserts that the 
point has been reached at which India 
should concentrate upon consolidating 
investment already in progress before 
embarking on new projects. It declares 
that plans for future development should 
be based on a realistic assessment of the 
resources likely to be available, par- 
ticularly of foreign exchange. 


Warning on Rising Prices—The 
Governor of the Reserve Bank, Mr 
lengar, said that the recent rise in prices 
—the index of wholesale prices has 
risen by about 10 per cent since the 


beginning of 1958—is causing concern. 
He advocated vigorous action to contain 
inflationary pressures. 


IRAQ 


Oil Assurances—In conversations with 


the leaders of the new Government, 
the managing director of the Iraq 
Petroleum Company, Mr G. H. 


Herridge, is reported to have been 
assured that existing agreements with 
foreign oil companies would be honoured. 
He was, however, informed that Iraq 
reserved the right to invoke the terms of 
the Iraqi letter of September, 1951, 
which stated that, in the event of a 
neighbouring country receiving a higher 
average revenue per ton of oil than was 
currently being received in Iraq, the 
Iraq Government could claim similar 
treatment. 


Break with Sterling ?—The Minister 
for Economic Affairs was quoted by an 
Egyptian newspaper as_ saying that 
Iraq’s withdrawal from the sterling area 
was imminent. The step would be 
taken, he asserted, “‘in tesponse to 
popular demand ”’. 


Bank Restrictions Lifted—Restrictions 
on the use of private and business bank 
accounts imposed at the time of the 
July revolution have been lifted except 
where accounts are subject to official 
investigation. 


IRISH REPUBLIC 


Bank Rate Cut—The central bank cut 
the Bank rate at the end of August from 
5 to 44 per cent. Immediately after- 
wards the Irish Banks Standing Com- 
mittee announced that the commercial 
banks lending rate for ordinary advances 
would be reduced by } per cent to 6 
per cent, with similar adjustments in 
other lending rates, and that deposit 
rates would also be cut by } per cent 
to 1} per cent per annum for amounts of 
under £25,000 and 2} per cent for 
larger sums. The cut keeps the Irish 
Bank rate in line with the British rate. 
Between September, 1957 and June of 
this year the Irish Bank rate was below 
the UK rate, since the Irish authorities 
raised their rate by only 1 per cent when 
Britain’s rate was hoisted to 7 per cent. 


Output Still Rising—The quarterly 
production index shows that industrial 
output in the April-June period was 
running about 3 per cent above the level 
in the previous quarter and 4 per cent 
above the second quarter of 1957. 
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ISRAEL 


Growth Continues—A survey pre- 
pared by the Bank of Israel asserts that 
the high level of economic activity that 
marked the closing months of last year 
was maintained in the early months of 
1958. It states that inflationary pressures 
have continued to be fed in recent 
months by the expansion in the money 
supply but adds that the effect on prices 
has been mitigated by the growth of 
domestic output and the rising trend of 
imports. However, as exports showed 
no parallel increase, there was a jump of 
10 per cent in the trade deficit in the 
first five months of 1958 compared 
with the same months of 1957. 


JAPAN 


Trade Agreement with New Zealand 
—Under a new trade agreement nego- 
tiated with New Zealand, Japanese 
exports will in future be granted most- 
favoured-nation status in New Zealand, 
while New Zealand’s goods will receive 
similar treatment in Japan. The agree- 
ment includes a clause safeguarding the 
domestic industries of both countries 
against excessive competition from the 
other’s goods. 


Bank Rate Lowered—The Bank rate 
was reduced in the first week of Sep- 
tember as a further measure to counter 
the business recession. It has also been 
decided to reduce rates for export 
finance provided by the banking system. 
World Bank Loan—The World Bank 
has granted a loan of $10 millions for 
financing part of the cost of the Kobe 
Steel Works expansion programme. The 
money, which will be channelled through 
the Japanese Development Bank, will be 
repayable over 15 years and carry 
interest at 53 per cent. 


LATIN AMERICA 


Inter-American Bank— The US 
authorities have agreed to sponsor an 
Inter-American Bank, thereby reversing 
their long-standing refusal to participate 
in such a venture. The proposed in- 
stitution will be discussed at a meeting 
of foreign ministers of Latin American 
countries to be held in Washington be- 
fore the end of the year. 


LIBYA 


Soviet Aid Offer—The foreign ministry 
has stated that the Soviet Union has 
offered Libya financial and_ technical 
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assistance in carrying out her develop- 
ment plans. ‘The Russian authorities 
have proposed that the two countries 
strengthen their economic relations by 
concluding a commercial agreement, and 
they have indicated their readiness to 
supply Libya with capital goods under 
long-term credits at low rates of interest. 


MIDDLE EAST 


Arab Development Bank—M. Emile 
Bustani, the Lebanese industrialist, has 
stated that the Sheikh of Kuwait has 
told him that he would be prepared to 
invest 5 per cent of Kuwait’s oil revenues 
in the proposed Arab Development 
Bank. ‘The Sheikh did not, however, 
want to be the first contributor. In 
June, 1957, the Economic Council of 
the Arab League approved a draft plan 
for a regional bank but no action has 
yet been taken. 


MOROCCO 


Attracting Capital—Special incentives 
for foreign participation in the creation 
of new industries have been introduced 
to attract foreign capital. ‘They include 
guarantees that profits arising from the 
investment will be transferable to the 
country of the investor in all circum- 
stances, relief from customs duties on 
equipment and machinery required by 
new industries and also relief from some 
taxes. 


NETHERLANDS 


Reserve Requirements Raised—The 
Netherlands Bank further increased the 
minimum cash reserves requirements of 
the commercial banks to 10 per cent, the 
highest level ever, in the second half of 
August. ‘This was intended to check the 
growth in the supply of money which 
has recently been reflected in a marked 
fall in interest rates. Official figures 
show that there was a sharp fall in capital 
investment in the first quarter of 1958 
affecting almost all sectors of the 


economy. 
NORWAY 


Kr 700 mns Payments Gap—A< report 
on economic trends prepared by the 
Central Bureau of Statistics points out 
that tendencies towards recession have 
gathered momentum in recent months 
and that there is a _ possibility that 
national output this year will be lower 
than in 1957. Industrial production is 
stated to have been down by 4 per cent in 


the January-June period of this vear. 
Exports were down by 7 per cent and 
net earnings from shipping were 23 per 
cent lower. As a result there was a 
deficit in current payments in the first 
half of the year of Kr 700 millions— 
some Kr 600 millions larger than in the 
same months of 1957. 


PAKISTAN 


“No Devaluation” Pledge—The 
finance minister has announced that 
there will be no devaluation of the rupee 
to deal with the serious imbalance 
in the country’s external payments, 
which between the beginning of June 
and the beginning of September caused 
the reserves to drop from £65 millions 
to £37 millions. He declared that the 
remedy for the country’s economic 
difficulties lay in halting further indus- 
trialization and concentrating upon agri- 
cultural development. It is reported 
that an offer of a loan from the United 
Kingdom of £10 millions has not been 
accepted because the rate of interest 
asked—6$ per cent—was_ considered 
excessive. 


PARAGUAY 


American Interest—The increasing 
interest of American business concerns 
in Paraguay’s development is _ reflected 
in the announcements that the First 
National City Bank of New York is to 
open a branch in Asuncion and that 
United States oil companies have signed 
contracts with the Government for 
prospecting and development work. 
Under the oil contracts, Paraguay will 
receive 11 per cent of all oil, natural 
gas, and asphalt found or the equivalent 
value in dollars or other convertible 
currencies. 


PERU 


$40 mns Credit from Ex-Im—The 
US Export-Import Bank has granted a 
loan of $40 millions to the Reserve 
Bank of Peru to help maintain imports 
from the US during the remainder of 
1958 and in 1959. 


SOUTH AFRICA 


Warning by Bank Governor—'The 
Governor of the Reserve Bank, Dr de 
Kock, told stockholders that the 
country’s economy was basically sound, 
although in recent months there had 
been signs of a slowing-down of activity 
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Esparto grass — botanically Stipa Tenacissima — 
was first used successfully in papermaking by 
Thomas Routledge in 1856 at Ford Paper Mills, 
Hylton, now one of 18 mills in the Wiggins Teape 
Group. This raw material for papermaking is 
grown mainly in North Africa. The character of 
esparto fibres provide papers with opacity, bulk, 
resilience, even surface, clean look through and 
minimum stretch. Papers with these qualities 

are desirable for high grade colour and 
monochrome printing and help the printer to 
produce good printing. Many of the fine printing 
papers in the Gateway Range of papers produced 
by Wiggins Teape contain a high percentage of 
esparto grass, including Proven Art paper and 
boards, Strathdon Writing Papers, Waterton Multi- 
copying and many speciality papers. Gateway papers 
are made under the strictest quality control 
conditions which ensure that their high standard is 
maintained and in the watermarked papers the 
Gateway in the watermark is a sign of quality. 
Gateway papers can be obtained through your usual 
printer or stationery supplier. 


THE WIGGINS TEAPE GROUP 


Gateway House I Watling Street London EC4 City 2020 
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in some sectors. He added, however, 
that South Africa had probably not yet 
felt the full impact of the decline in 
world prices for many of the Union's 
primary products, and that the present 
high level of Government expenditure 
might strain the internal finances as well 
as the balance of payments. Some 
adjustments in the economy therefore 
appeared to be _ inevitable. 
Assurance—Dr Ver- 
woerd, who has been appointed Prime 
Minister following the death of Mr 
Striidom in August, has stated that the 
Union will continue to welcome foreign 
investment. But he expressed the hope 
that as the country’s own capital 
resources grew, foreign concerns in 
South Africa would invite “ local ’”’ 
capital to participate in their ventures. 


New Premier’s 


Economic Inquiry—An Economic Ad- 
visory Council is to be set up to advise 
the Government how it can ensure that 
the resources of the country are fully 
developed. It will be concerned both 
with general questions of economic co- 
ordination and with physical planning. 

New First National 
City Bank of New York has announced 
that it proposes to establish a subsidiary 





in Johannesburg to be known as the 
First National City Bank of New York 
(South Africa). 

Decimal Coinage Recommended— 
The report of the Decimal Coinage 
Commission set up in 1956 recom- 
mends the creation of a monetary unit 
valued at 10s divisible into ten silver 
shillings and 100 bronze cents. It 
suggests that the change-over should 
take place in February, 1961. 


SPAIN 


Joins Fund and Bank—Spain became a 
member of the International Monetary 
Fund and World Bank on September 15. 
Its quota in the Fund is $100 millions 
and its subscription to the capital stock 
of the Bank is 1,000 shares with a total 
par value of $100 millions. 


YUGOSLAVIA 


for Credit—The Yugoslav 
authorities have asked the British and 
American Governments for credits to 
finance the purchase of capital goods 
needed for their development pro- 
gramme. <A number of other western 
European countries have also been 
approached. 


Request 


IMF ON WORLD LIQUIDITY 


TABLE I 


WORLD RESERVES AND IMPORTS, 


Forel on 
Year Gold Exchange Total 
S billions 
1913 +.0 0.5 4.5 
1928... 9.8 3.1 12.9 
1937 25.3 2.4 27.7 
1938 26.0 1.8 27.8 
1948 .. 32.8 13.4 46.2 
1950 33.6 13.6 47.2 
1951 33.6 12.9 46.5 
1952 33.6 13.2 46.8 
1954 34.4 3. 49.5 
1955 35.0 15.6 50.6 
1956 35.6 16.2 51.8 
1957 37.0 15.9 52.9 


1913-57 
| “ADEQUACY” OF 
| RESERVES 

Inter- | ‘Total Reserves 
national | (excl International 
Organiza- World | Organizations) as 

tions: Total Imports | /o Of Imports 
Gold and World 
Exchange World excl US 

$ billions 

21.0 21 17 

30.6 42 35 

27 .3 101 63 

23.6 117 63 

7.0 60.0 77 42 

7.8 59.3 SO 49 

ae 81.4 57 34 

5. 80.2 58 34 

9.0 79.6 62 40 

8.8 89.0 57 38 

8.9 98.1 53 35 

9.2 107.0 49 32 


Note.—(1) Foreign exchange excludes holdings of metropolitan currencies by dependencies 


including sterling holdings of UK colonies. 


excluded, except in figures of sterling balances. 


(2) Countries of present Communist bloc 
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TABLE II 
WHO HAS FELT THE PINCH 


ba AL RESERVES* 
AT E! 57 


RESERVES AS 
OF IMPORTS ” 


: Italic figures show percentages 


ND-19 
below world average 

$ Bill °< of World Total 1928 1937 1950 1957 
United States .. 22.9 43.3 | 85 358 238 161 
Germany 5.6 10.6 23 — 10 75 
United Kingdom 2.4 4.5 13 §1 50 21 
Switzerland 1.9 3.6 30 187 150 98 
Canada 1.5 3.4 7 21 55 29 
Italy 1.5 2.8 50 29 59 42 
Venezuela 1.4 2.6 26 38 56 77 
Australia 1.3 2.5 30 63 92 68 
Belgium 1.1 2.1 39 89 38 33 
Netherlands 1.1 2.1 24 106 29 26 
Japan 1.0 1.9 60 26 58 24 
India bh —- B®, 53 88 172 43 
France 0.8 1.5 | 121 165 44 13 
ALL COUN T RIE S.. 52.9 100.0 | 42 101 80 49 


*See notes to Table I. 


TABLE III 


COMPOSITION OF FOREIGN EXCHANGE ASSETS, 1947-57* 
($ billions) 


| Dollar Sterling Sterling Assets EPU 
Total | Balances Balances of Colonies Liabilities 
ie | 1.9 12.1 1.9 —— 
1948... - 13.9 2.9 10.5 2.1 — 
—— ———____—_—_— Sterling devaluation — ———— : 
1949... .. 10.9 3.1 7.4 1.5 — 
1950... co wae 4.5 7.8 2.0 0.4 
1951 13.0 4.1 7.6 2.6 0.7 
1952 13.3 5.3 6.3 2.9 1.1 
1953 14.3 , 6.1 6.8 3.1 1.3 
1954 15.3 7.0 7.0 3.4 1.1 
1955 15.8 7.9 6.6 3.6 1.0 
1956 16.4 8.6 6.2 3.6 1.1 
1957 16.1 8.3 5.8 —t Bas 


* Dollar balances are those of official institutions only 


holdings. See also notes to Table I. 


; sterling balances include private 


+ Comparable figure not available owing to inclusion of Ghana and Malava among 


independent countries. 
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APPOINTMENTS AND RETIREMENTS 


Bank of London & South America—Mr 
Edward Holland-Martin has been appointed 
a deputy chairman. 

Barclays Bank—Cambridge Dist, Local 
Head Office: Mr H. M. N. Noel, from 
Shrewsbury, to be local directors’ assistant. 
Head Office, Advance Dept: Mr F. W. 
Schofield, from Mile End, to be a controller 
of advances (London Dist). London— 
Bermondsey, New Kent Rd: Mr _ E. 
Ruddlesden, from Herne Hill, to be manager 
on retirement of Mr C. S. Challoner; 
Earlsfield: Mr B. E. Justice, from Spital- 
fields, to be manager; East Dulwich, 68 
Lordship Lane: Mr A. P. Bennett, from 
Holborn, to be manager; Elmers End: 
Mr G. P. W. Hetherington, from Eltham, 
to be manager on retirement of Mr C. W. 


McMillan; Golders Green Rd: Mr R. H. 
Cleaver to be manager in succession to the 
late Mr L. H. Acres; Herne Hill: Mr V. W. 
Armitage, from British Museum, to be 
manager: Lavender Hill: Mr C. H. Pettican, 
from Earlsfield, to be manager; Preston Rd: 
Mr G. McM. Brown, from Kingsbury, to be 
manager; Willesden, Church End: Mr R. K. 
Hamilton, from Notting Hill Gate, to be 
manager. Birmingham—Bordesley: Mr F. 
W. Dodd, from Newtown Row, to _ be 
manager; Newtown Row: Mr T. G. 
Cumberland, from Walsall, to be manager; 
Stechford: Mr A. A. R. Watts, from King’s 
Norton, to be manager, on retirement of 
Mr J. Cleasby. Dartford and Crayford: 
Mr T. E. V. Moon, from East Dulwich, to 
be manager on retirement of Mr G. H. 
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Chappell. .\Wanchester—Deansgate: Mr J. C. 
Walker, from Didsbury, to be manager on 
retirement of Mr F. G. Mulls; Didsbury: 
Mr N. W. Richman, from Northwich, to be 
manager. Middleton-in-Teesdale: Mr ©§. 
Richardson, from Redcar, to be manager. 
Coutts & Company—Mr D. B. Money- 
Coutts has been elected a director. 

District Bank—Chapel-en-le-Frith: Nir A. 


Jodrell, from Buxton, to be manacer. 
Morecambe: Mr W. Hull to be manager. 

Lloyds Bank—London—Bermondsey: Nir 
L. R. Kent, from Covent Garden, to be 


manager; Newington Causezvrav: Mr 3S. J. 
Norris, from Bermondsey, to be manager on 
retirement of Mr J]. D. Watkins. Aberysz- 
wvth: Mr H. C. Davies, from New Quay, 
Card, to be manager on retire 
Mr W. A. Jones. Bideford: Mir W. R. 
Dow ning, from South Moiton. to be manager 
on retirement of Mr W. J. G. Coad. Pourne- 
mouth, East Boscombe: Mr J. H. Bishop, 
from Newport, Il. of W., to be manager on 
retirement of Mr A. Burr. Brisio/l, Poriis- 
head: Mr H. S. A. Payne, from Clevedon, 
to be manager on retirement of Mr R. M. 
Cole. Brockenhurst: Mr R. L. Q. Moore, 
from Melksham, to be manager on retire- 
ment of Mr W. C. Neil. Cambridge, 
Mill Rd: Mr W. L. Smart, from Biur- 
mingham, to be manager. Cardiff, Whit- 
church: Mr G. L. P. Ehas, from Barry 
Docks, to be manager. Cheltenham, Mont- 
pelher: Mr S. Robinson, from Nottingham, 


to be manager in succession to the late 
Mr L. C. Flood. Dazlish: Mr J. W. Heard, 
from Newton Abbot, to be manager. 
Martins Bank-—London Dist Office: Mr 


W. F. Ardley to be an inspector. Richmond: 
Mr J. G. Potter, from London Dist Office, 


to be manager. Stratford-upon-Avon: 
Mr G. Proud, from Durham, to be manager 
of this new branch. 


Midiand Bank—Mr F. E. G. Hayward, 
who retired from the office of joint chief 
general manager on September 30, is to join 
the boards of the bank and the Midland 
Bank Executor and Trustee Co. London— 
Grosvenor Place: Mr C. E. Evans to be 
manager in succession to Mr B. L. Storey; 
Mill Hill: Mr A. S. Croughton, from 
52 Oxford St, to be manager in succession 
to Mr G. Soutar; Southgate: Mr G. Soutar, 
from Mill Hill, to be manager on retirement 
of Mr C. Stockton: Wood St and Gresham St: 
Mr J. B. Fuller, from Winchester House, 
to be manager. Ashton-under-Lyne: Mr T. 
Whittle, from Lancaster, to be manager on 
retirement of Mr G. V. Windsor. Bishop 
Auckland: Mr G. P. Hepple, from Consett, 
to be manager on retirement of Mr C. H. 
Leng. Consett: Mr C. Kilby, from Stockton- 
on-Tees, to be manager in succession to 
Mr G. P. Hepple. Lytham: Mr D. McVitie, 
Irom Kendal, to be manager in succession 
to Mr W. E. Ryder. Four Oaks: Mr A. S. 
lr’. Parker, from Slough, to be manager in 
succession to Mr A. B. Ashworth. Nazls- 
worth: Mr L. G. Hoghton to be manager 
on retirement of Mr G. G. Jackson. 


ment Of 


Smethwick: Bearwood: Mr A. B. Ashworth, 
from Four Oaks, to be manager on retire- 
ment of Mr E. H. Haslam. 

Midland Bank Executor and Trustee 
Co—Head Office: Mr S. B. Lowery to be 
general manager in succession to Mr L. C. 
Mather. Watford: Mr P. G. Shelley, from 
Pall Mall. to be manager. 

National Provincial Bank—The Rt Hon 
sir Percy James Grigg has been elected a 
chairman. London—Hampstead 
Suburb: Mr S. B. Bateman, from 
Niuswell Hill, to be manager; St. John’s 
liood: Mr J. R. Farr, from New Bond St, 
to be manager on retirement of Mr D. R. G. 
Phillips. Brrstol, Horfield: Mar «5. 6. 
Po:ter, from Sutton Coldfield, to be 
Manager on retirement of Mr C. W. 
Brocksom. Cambridge: Mr T. C. Metcalf, 
fromm Manchester, to be manager on retire- 
ment of Mr J. N. Craig. Cardiff Docks: 
Mr A. E. Jones, from Swansea, to be 
manager on retirement of Mr T. S. John. 
Fakenham: Mr S. W. Newlands, from 


ea 
Gepur»ry 


Garden 


Bungay, to be manager. Holywell: Mr T. 
Owen, from Llangollen, to be manager. 


Morris, from 


Leighton Buzzard: Mr J. H. 


Romford, to be manager. Loughton: Mr 
©. E. Evans, from Hampstead Garden 


Suburb, to be manager. March: Mr H. 
Down, from Fakenham, to be manager on 
retirement of Mr I. C. Wright. 
Netherlands Bank of South Africa—Mr 
H. D. Hoving, formerly general manager 
of Escompto Bank N.V., to be manager in 
London. 

The Royal Bank of Scotland—London 
(City) Office: Mr G. P. Robertson to be 
joint manager with Mr A. M. Craik on 
retirement of Mr J. McQueen Smith. 
Westminster Bank—Head Office: Mr R. 
W. Allen, from Long Eaton, to be an 
inspector of branches; Mr R. J. Clark to be 
principal, Economic Intelligence Dept on 
retirement of Mr W. J. Thorne. Overseas 
Branch: Mr S. Oram to be assistant prin- 
cipal, Cash Dept; Mr A. R. Sayer to be 
principal, Cash Dept on retirement of 
Mr E. P. M. K. Down. London—Islington: 
Mr Kk. F. Foord, from Muincing Lane, to 
be manager; Smith Sq: Mr R. R. Richards, 
from Edgware, to be manager on retirement 
of Mr H. F. Eaton; West Norwood and 
Tulse Hill: Mr E. M. Taylor, from Loth- 
bury, to be manager on retirement of Mr G. 
Stubberfield. Ashby-de-la-Zouch: Mr N. 
G. Blachford, from Halifax, to be manager. 
Bristol, West St: Mr W. C. A. Purnell, from 
Avonmouth, to be manager on retirement 
of Mr A. T. Jones. Bushey: Mr W. J. 
Page, from Harrow, to be manager on 
retirement of Mr D. G. Halsey. Chard: 
Mr A. B. Pitcher, from Cheddar, to be 
manager on retirement of Mr L. A. Neil. 
Edgware: Mr F. W. Lockyer, from Golders 
Green, to be manager. MHalifax: Mr J. 
Dixon, from Sheffield, to be manager. 
Kingston-upon- Thames: Mr D. M. Lidding- 
ton, from Islington, to be manager on 


retirement of Mr R. W. E. Gilbert. 
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BANKING STATISTICS 


Banking Trends since World War I* 





Net 
Averages Deposits Liquid Assets TDRs Investments Advances 
of Months: {mn £mn at {mn {mn “Xt {mn %t 
1921 -. eee 680 38 ~- 325 18 833 46 
1922 « ae 658 37 = 391 22 750 42 
1923 .. 1,628 581 35 — 356 21 761 46 
1924 .. 1,618 545 33 —- 341 20 808 49 
1925 .. 1,610 539 32 = 286 17 856 52 
oS) ae 532 32 —- 265 16 892 54 
ar )C(<‘(< eC 553 32 _- 254 15 928 54 
ee Peet 584 33 —- 254 14 948 54 
1929 .. 1,745 568 32 ~- 257 14 991 55 
re 596 33 + 258 14 963 54 
1931 i: ae 560 32 _- 301 17 919 52 
Yee an 611 34 — 348 19 844 47 
1933 .. 1,909 668 34 a 537 28 759 39 
1934 .. 1,834 576 31 — 560 30 753 40 
. ieee 623 31 -— 615 31 769 38 
1936 .. 2,088 692 32 —s 614 29 839 39 
1936 =6.. ~=2,160 713 32 = 643 29 865 39 
as... ae 683 30 —- 652 29 954 42 
eee 672 30 a 637 28 976 43 
ee 648 29 os 608 27 991 44 
1940 .. 2,419 785 31 73 666 27 955 38 
1941 .. 2,863 676 23 495 894 30 858 29 
| ae 712 22 642 1,069 33 797 24 
1943 . wee 723 20 1,002 1,147 31 747 20 
1944 .. 4,022 788 19 1,387 1,165 28 750 18 
1945 .. 4,551 886 19 1,811 1,156 25 768 16 
1946 .. 4,932 1,280 25 1,492 1,345 26 888 17 
1947 .. 5,463 1,646 29 1,308 1,474 26 1,107 20 
1948 .. 5,713 1,703 29 1,284 1,479 25 1,320 22 
1949... 5,772 1,920 32 983 1,505 25 1,440 24 
1950... ~=—s 55,811 2,345 39 430 1,505 25 1,603 27 
1951 .. weet 2,308 38 247 1,624 26 1,822 30 
952 .. See 2,097 34 —- 1,983 33 1,838 30 
1953 .. 6,024 2,201 35 -— 2,163 35 1,731 28 
1954 .. 6,239 2,190 34 -— 2,321 36 1,804 28 
1955 .. 6,184 2,098 33 —- 2,149 33 2,019 31 
1956 .. 6,012 2,218 35 = 1,978 32 1,897 30 
1957 .. 6,138 2,256 35 - 2,008 31 1,952 30 
1951: Oct .. 5,981 2,423 39.1 177 1,555 25.1 1,897 30.6 
Nov .. 5,973 1,981 32.0 108 2,033 32.9 1,925 31.1 
1957: June... 6,164 2,166 33.4 —- 1,989 29.9 2,080 32.0 
July .. 6,217 2,305 35.5 —- 1,998 30.7 1,992 30.6 
Aug .. 6,170 2,270 35.3 — 2,016 31.4 1,964 30.6 
Sept .. 6,174 2,278 35.4 - 2,020 31.4 1,954 30.4 
Oct .. 6,239 2,364 36.2 —— 2,030 31.1 1,921 29.4 
Nov .. 6,236 2,404 36.9 -- 2,037 31.3 1,874 28.8 
Dec .. 6,516 2,664 38.5 — 2,049 29.6 1,881 27.1 
1958: Jan .. 6,392 2,563 37.8 — 2,080 31.0 1,859 27.7 
Feb .. 6,131 2,254 35.2 —- 2,084 32.6 1,880 29.4 
Mar .. 6,087 2,160 33.9 —- 2,094 32.9 1,917 30.1 
April.. 6,152 2,136 33.1 ~- 2,136 33.1 1,964 30.4 
May .. 6,119 2,079 32.4 ~-- 2,163 33.7 1,962 30.6 
June... 6,325 2,191 32.8 ~-- 2,181 32.7 2,030 30.4 
July .. 6,368 2,257 33.8 ~- 2,193 32.9 1,997 29.9 
Aug .. 6,313 2,199 33.4 ~- 2,199 33.4 1,993 30.3 


* Ten clearing banks for 1921-35, thereafter eleven. + Ratios to gross deposits. 
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Trend of * Risk ’’ Assets 


(£ millions) 

















Aug 20, 1958 r CHANGE IN —, 
% Of Year to Monthly Periods 
Gross August 1958 
Deposits 1958 May June July Aug 
Investments: 

Barclays 533.1 #.8 +53.4 +10.2 — - 1.2 +3.9 
Lloyds.. 411.4 34.4 +- 59.1 - 2.8 + 3.1 +11.6 +0.5 
Midland _ 476.9 33.6 +24.3 +10.1 — + 0.1 — 
National Provincial 239.4 30.5 +18.4 + 4.7 + 5.0 - 0.1 -0.1 
Westminster .. ae? «ee +25.4 + 5.2 +10.4 0.2 — 
District ” a a 6d — 4.5 — —- 2.0 — -0.1 
Martins on - 89.9 28.7 + 0.3 — —— — +0.1 

Eleven Clearing 
Banks ..2,199.1 33.4 + 183.3 +- 27.1 18.1 11.5 +6.2 

Advances: 

Barclays 399.6 27.6 —- 2.8 - 1.9 +16.4 - 7.8 +3.8 
Lloyds.. 367.6 30.7 + 0.7 + 4.7 +10.1 -10.0 +-1.9 
Midland 419.2 29.5 +- 14.1 + §.5 +1.7 + 0.8 =—1.3 
National Provincial 259.4 33.0 oe - 4.7 + 6.4 - 5.1 -1.0 
Westminster .. — 20600 #3 + 4,5 - 1.2 +17.4 -—- 2.8 -8.2 
District ie > 75.8 32.4 + 3.8 - 0.2 + 4.9 - 0.3 +0.1 
Martins a sig 98.9 31.6 + 6.8 - 2.0 + 3.8 - 3.0 +4.6 

Eleven Clearing 
Banks ..1,993.0 30.3 29.4 - 2.5 +67.9 -33.0 -3,5 








Trend of Bank Liquidity* 











1955 1956 1957 1958 
Mar Dec Mar Dec Mar July Aug Dec Mar July Aug 
. ee a en a ne 
Barclays 28.8 37.9 34.5 36.3 31.8 34.2 34.8 37.7 34.2 33.9 33.0 
Lloyds oa.5 34 32.4 4.4 B27 335.8 35.3 3.3 9 2.2 Fis 
Midland 30.1 38.2 31.8 41.3 34.1 35.4 35.0 39.0 33.9 34.9 34.0 
National Prov 30.7 38.7 31.3 37.2 31.1 35.3 35.9 39.5 34.0 34.2 34.1 
Westminster... 29.7 36.3 33.1 37.6 34.3 36.0 36.1 39.0 35.4 32.5 34.2 
District os |SheeD 208 Bia Be.t Bt we 2S es ee ee. eee 
Martins (5 B.S 33.3 42.1 B.7 BPi2 BH BH BS F:3 Ba 
All Clearing 
Banks 29.9 37.4 33.1 37.4 32.6 35.5 35.3 38.4 33.9 33.8 33.4 
* Cash, call money and bills shown as percentage of gross deposits. 
Money and Bill Rates 
Mondays: Sept. 23, July 21, Aug. 25, Sept. 1, Sept. 8, Sept. 15, Sept. 22, 
1957 1958 1958 1958 1958 1958 1958 
Per cent 
Bank rate .. pa + 7 St 44h} 4} 44 4} 44 
Treasury bills: 
Average allotment rate* 63 4} 32 3} 3 3+ 3% 
Market’s dealing rate, 

3 months a - 6} 4 3 3 3 3% 38 333 
Bankers’ deposit rate de 5 3 24 24 23 24 24 
Short money: 

Clearing banks’ minimum 5} 33 2? 2? 27 23 2} 
Floating money .. 54-53 33-44 34-38 23-38 22-3§ 34-38 34-35 


+ Lowered to 6% on 20.3.58, to 54% on 22.5.58, 


* Preceding Friday. d to 5% 19.6.58 
and to 5% on 19.6.58. 


t Lowered to 44% on 14.8.58. 
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Total Inland Revenue 
Customs and Excise .. 
Other revenue 

Total ordinary revenue 


Debt interest (including ae fund) 


Other consolidated fund 
Supply expenditure .. 
Total ordinary expenditure 


Above line surplus or deficit 


Net deficit below line 
of which 
local loans (net lending 
minus) . 


loans to state industries, net 


Total deficit . 


* Siti decrease in net deficit. 


THE EXCHEQUER FINANCES 


(£ millions) 


I—The Budget 


Original Expected 
budget change on 
estimates, 1957-58 
1958-59 out-turn 
ee 2,970 +115 
a 2,189 + 39 
280 —- 58 
5,439 + 96 
733 +- 33 
83 + | 
4,259 +121 
5,076 +155 
+ 364 — 59 
— 600 + 35° 
shown 
—- 13 + 32 
— 478 — 49 
— 236 — 24f 


} Indicates net repayment. 





Ii—National Savings 


April 1, Change on 
1958, ta. corresponding 
Sept 20, . period of 
1958 1957-58 
918.7 +. 54.9 
1,045.5 + 39.7 
86.7 — 42.1 
2,050.9 + 52.6 
344.8 11.7 
35.1 + 1.8 
1,873.6 +25.0 
2,050.9 + 52.6 
— 202.7 14.1 
-211.5 23.9 
22.0% +-44.8 
— 203.3 -51.4 
—- 414.2 + 37.9 


t+ Indicates increase in total deficit. 


(£mns: Receipts into Exchequer reported during period) 


Savings 
Certi- Defence Savings Premium Total 
ficates Bonds Banks Bonds Small 
(net) (net) (net) (net) 
1952-53 +22.8 -10.7 -131.6 -— —-119.5 
1953-54 .. +19.0 + 0.3 —79.3 — —- 60.0 
1954-55 .. +46.0 +51.1 —35.4 — + 61.7 
1955-56 .. +19.7 +21.5 — 80.4 --- —- 39.2 
1956-57 .. +72.0 + 3.2 -20.6 +65.0 +119.5 
1957-58 +73.1 + 1.2 - 2.4 +58.3 +108.5 
1957- 58 
April-July + 5.2 + 2.6 —10.3 +24.1 + 21.6 
August .. — 4.5 - 0.9 —13.2 - 7.9 —-— 10.7 
1958-59 
April-July +19.1 1.23.1 — 40.3 120.3 + 22.2 
August +-15.6 + 6.9 -17.9 + 6.8 + 11.4 


Total 

Accrued Defence Remain- 
Interest Bond ing In- 
(met) Maturity vested* 
88.3 -45.5 6,020.9 
88.6  -38.4 6,008.7 
88.8 -28.8 6,126.2 
82.7 -50.8 6,123.6 
35.5 -38.9 6,124.0 
35.3  -38.4 6,240.0 
11.9 - 7.8 6,279.0 
4.2 -0.5 6,272.0 
22.4 -5.5 6,311.0 
5.3 -0.4 6,327.0 


* After taking account of net sales through the Post Office Savings Bank of Government 
securities other than defence bonds. 





IiI—Floating Debt 


(£ millions) 


Beginning of April* 





| 
| 
1958 | 
| 





1956 1957 
Ways and Means Advances: 
Bank of England a — — — 
Public Departments 277.7 289 . 3 239.6 
Treasury Bills: 
Tender 3,240.0 2,860.0 3,120.0 
Tap 1,561.2 1,306.4 1,499.4 
5,078.9 4,455.7 4,859.0 








Change in three 





Sept months to 

20, Sept 20, Sept 21, 

1958 1958 19357 

167.5 - 53.0 —- 25.8 
3,270.0 -— 40.0 +160.0 
1,704.4 +220.1 + 48.9 
§,141.9 +127.1 +183.1 


—-—- -— - —- 





* First return in each fiscal year (since split of Treasury bills cannot usually be calculated 


at March 31). 
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Sterling-Dollar Exchange Rates 


Sept. n. July 18, Aug. 22, Aug. 29, Sept. 5, Sept. 12, oon 19, 
1957 1958 1958 1958 1958 1958 1958 
Official Market 


Spot... 2.78% 2.803 2.808 2.804 2.79} 2.80 & 2805 
3 months .. 3icpm 2icpm #Hepm #Hepm Hepm Hepm He pm 
Transferable* 2.758 2.779 2.786 2.781 2.780 2.782 2.789 ~ 
Security* 2.714 2.773 2.774 2.774 2.77% 2.77% 2.774 © ‘ 


* New York market quotations. 





Britain’s Gold and Dollar Reserves 
(Millions of US dollars) 


Net Gold and Dollar Official Privat 

Surplus (+) or Deficit (—) Financed by Reserves UK | 
: at End Dollar ~ 
Net Special of Balances 
Years and With Surplus Ameri- Payments Change Period 3 
Quarters Other or can and in 
Areas Deficit Aid Credits Reserves 

1946 . — 908 — 2696 

1947 : — 1431 — 2079 

1948 -1710 682 1856 

1949 — 1532 1196 1688 

1950 805 762 

1951 988 199 

1952 736 428 

1953 546 

1954 480 

1955 575 

1956 626 

1957 390 


1957: 
I 
II 


Ii! 
IV 


1958: 
I 








Piritteurt 


64 
9 
519 
173 


+it+t- tei rrr rt+ee 
titt tei t+ti 


496 


Apr 144 
May 120 
June + 43 


IT + 307 5 


+ 


+ 
=} 
-t- 
4. 


+++ 


+ 
w 
S 
an 


‘ 


July + 8 
- i. - 21 


Main Special Items Detailed } 
Receipts Payments 
$mn 
US and Canadian loans.. 4,909 1951-56 Service of US and Cana- 
IMF loan “a 300 dian loans, etc, each 
South African loan jo: ae perannum .. ; :- 
Sale of Trinidad oil .. 177 1954 EPU funding payment . 99 
Sale of US Govt bonds. . 30 IMF repayment . — 
IMF loan , . 561 1956 IFC subscription - 14° 
India’s IMF loan 200 1957-58 Anglo-German debts pay- 
Return of interest on US ment .. 1 
loan. re 104 4 
Export- Import Bank .. 250 
* Source: Federal Reserve Bulletin. , 
t Portion of deficit or surplus settled in gold (in month following each accounting period} 
¢ Special German deposits, Canadian quarterly payment on 1942 loan and reg 
monthly funding payments to EPU countries excluded. 
§ Remainder of 1947-49 loan repaid in sterling. 
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